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DEFAULTS IN THE FEDERAL GUARANTEED 
STUDENT LOAN PROGRAMS 



TULSDAY, JUNE 14, 1988 

House of Representatives, 
Subcommittee on Postsecondary Education, 

Committee on Education and Labor, 

Washington, DC 

The subcommittee met, pursuant to notice, at 10:35 a.m., in room 
2261, Rayburn House Office Building, Hon. Pat Williams (chairman 
of the subcommittee) presiding. 

Members present: Representatives Williams, Owens, Gaydos, 
Martinez, Hawkins, Coleman, Goodling, Roukema, Armey, and Jef- 
fords. 

Staff present: Richard Jerue, Patricia Sullivan, Colleen Thompson, 
and Michael Lance. 

Mr. Williams. I call to order this hearing of the House Subcom- 
mittee on Postsecondary Education on the issue of student loan de- 
faults. 

Today we begin two days of hearings on legislation that is aimed 
at reducing student loan defaults. At the conclusion of these hear- 
ings the Subcommittee on Postsecondary Education will meet to 
review the suggestions of each of the witnesses ana mark up a bill 
that hopefully will be considered by the full House before we recess 
in July. 

This is an ambitious schedule, but we want to meet it to assure 
the completion of default prevention legislation in this Congress. 

The witnesses at the hearing have been asked to focus their at- 
tention on the Student Default Initiative Act of 1988 which I intro- 
duced yesterday and other default bills before this subcommittee, 
including those introduced by my colleague, Mr. Coleman, and my 
colleague, Mr. Ford. 

The bill I introduced yesterday is a comprehensive piece of legis- 
lation aimed at addressing two major problems confronting our stu- 
dent aid system: the growing cost of student loan defaults and the 
increasing imbalance between grant and loan assistance. 

During the past few months the Secretary of Education and sev- 
eral of my colleagues have offered proposals designed to address 
the issue of defaults. This legislation draws on those proposals, as 
well as the many recommendations that have been submitted to 
this subcommittee. 

I have become increasingly concerned, not so much with the con- 
tents of these proposals as with the environment in which these 
proposals have been developed. This environment has become in- 

(1) 
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creasingly contentious and acrimonious, where words like "dead- 
beats" and "rip-offs" are being used to shape the debate. 

Sectors of the higher education community are being pitted 
against one another in the "them against us" scenario, and this is, 
of course, not the best environment m which to shape public policy. 

We do have to develop public policy, because we do have a prob- 
lem. Yet the problem has to be put into proper perspective. 

Default costs have increased dramatically in the past few years 
to the point that they now represent almost half of the Federal ap- 
propriations of the GSL program. 

Of the fiscal year 1988 budget of $3.4 billion dollars for the GSL 
program, about ?1.6 billion will represent default cost. Such a cost 
IS cause for concern, but it has to be looked at in the context of 
what has been happening to our student aid efforts during the past 
decade. 

One occurrence is that those students who should be the least re- 
liant on loans have become the most reliant. Students for whom we 
have developed grant programs to assure access to higher educa- 
tion have had to rely to ever greater degree on loans because grant 
funding has not been sufficient to meet their needs. 

Since 1980, the Pell Grant maximum has increased only 26 per- 
cent, while the CPI has increased more than 40 percent. The $2,200 
Pell Grant maximum, which goes to only the lowest income stu- 
dents, will cover about 29 percent of the average college costs. As a 
result, these low income students have been forced to borrow larger 
amounts in ever greater numbers. 

It is important to note that the default rate has not increased in 
the past few years. In fact, the opposite has occurred. 

According to the Department of Education, the rate of default 
has decreased since 1978; however, during that same period of time 
loan volume has increased from just a little below $2 billion annu- 
ally to more than $8 billion annually. 

This more than 300 percent increase in loan volume has inevita- 
bly brought with it increased default costs. Yet, even though we 
can rationally explain these costs, we cannot ignore them. 

Several months ago I asked a group of student aid experts to 
meet and provide this subcommittee with some suggestions as to 
how best to address the issue of student loan defaults. This group 
niet at the Belmont House in Elkridge, Maryland, and its sugges- 
tions have thus become known as the Belmont Task Force Report. 

I asked the task force members to consider three questions; first, 
how has the GSL program evolved -s a social program; second, 
what do we need to know about the default problem that we do not 
already know; and, third, are there things that we can do to de- 
crease defaults. 

Fd like to share briefly their answers with you. 

First, the purpose of the guaranteed student loan program, origi- 
nally established as a loan of convenience for middle income stu- 
dents, has changed significantly during the last decade, becoming 
the primary Federal program for access to postsecondary institu- 
tions by low income students. 

Second, contrary to popular belief, the typical defaulter is not a 
deadbeat who refuses to pay, but appears to be a drop-out unable to 
pay. 
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Finally, the only way to accomplish a major reduction in the de- 
fault rate is to restrict access to high-risk students until they have 
had a chance to demonstrate their ability to make satisfactory aca- 
demic progress; however, this would result in the denial of educa- 
tional access for such students unless substantially higher appro- 
priations for Pell Grants and SEOG's are assured, as well as in- 
creased funding for special service programs which encourage their 
retention. 

The legislation we are discussing today uses the Belmont Report 
as its basic blueprint. 

Before I get into the highlights of the bill, Fd like to detail the 
process we went through in developing it. 

During the past few months this subcommittee has received liter- 
ally hundred of suggestions on how to correct the default problem. 
These suggestions have come from students, parents, financial aid 
administrators, college presidents. Members of Congress, and the 
Secretary of Education. 

Working with other members of this subcommittee we have 
sought the advice of specific groups to assist us in developing solu- 
tions to problems in a given sector. For example, we called upon 
the community colleges, the proprietary sector, and the black col- 
lege groups to help us in dealing with issues relating to the high- 
risk students. 

We have been reviewing each of the suggestions and discussing 
them with the staff of all the subcommittee members. I believe this 
legislation is a consensus bill. It does include items that the De- 
partment of Education requested. It includes items suggested by 
my subcommittee colleagues on both sides of the aisle. It is consist- 
ent ^ylth the blueprints set forth by the Belmont Task Force report, 
and it responds to the requests of many in the higher education 
community to provide a comprehensive bill to addres.3 the issue. 
u'^. well be controversial, but even though it is a tough 

biil, it IS reasonable. It addresses the loan default issue from the 
point of view of what can be done to encourage the Federal Gov- 
ernment and schools to work together to solve this very real prob- 
lem. Is it based on the premise that there are some positive steps 
that can be taken to bring down the default costs. The bill forces 
all of the participants in the loan program— borrowers, schools, 
lenders, state guarantee agencies, and the Department of Educa- 
tion— to do more than they are now doing, for it is my belief that if 
all of these participants accept this additional responsibility, we 
can make a difference in the Federal default picture. 

It also tries to do something in the area of grants so that low- 
income students will have some place to look other than to loans to 
use as the principle way of financing their postsecondary educa- 
tion. 

At this time I would like to point out a couple of the highlights 
of the legislation. 

First, the bill develops a procedure to get the Department of Edu- 
cation more involved in the review of schools that might have po- 
tential student loan default problems. Under the bill, the depart- 
ment would have to conduct about 700 program reviews annually. 
Those reviews would he of schools identified as having a potential 
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problem. We identify those schools by looking at their default rate 
and at the amount of dollars they have in default. 

Schools that are in the top five percent of the nation according to 
these calculations will be reviewed by the Secretary. The school 
and the Secretary will then be responsible for working out a plan 
by which th^ school will try to reduce the number of students who 
defaulted on their loans. This plan would last no longer than three 
years, and if the school complied with the plan, in effect doing all 
that it could possibly do, and still had not changed its default situa- 
tion, that school would not be penalized. I personally think that is 
a positive approach. 

Second, the legislation proposes several legislative changes aimed 
at assuring the integrity of our student aid system. It would pro- 
hibit the use of commissioned employees in the recruitment and 
admission of students. It would strengthen the authority of the Sec- 
retary of Education to impose civil penalties and fines on partici- 
pants in the student ^lid programs who engage in unscrupulous 
practices. It would prevent the growing practice of accreditation 
shopping whereby an institution that loses its accreditation from 
one accrediting body shops around for a more favorable body to 
grant it accreditation. 

Third, the bill has several provisions aimed at making sure that 
students don*t receive more loan assistance than they are capable 
of handling. First, the initial dispersement of loans will be delayed 
for some students until they have demonstrated that they are capa- 
ble of continuing in school. First-time borrowers will have to be 
counseled by schools concerning loans and potential debt responsi- 
bilities. Schools will be required to give back to students, and to the 
Federal Government if it is the provider of assistance, a refund of 
tuition that reflects the portion of the school year that the student 
does not complete. 

Finally, the bill makes suggestions in the Pell Grant program to 
ensure that grant aid will be available for low-income students. 
Hopefully, the certainty of receiving grant assistance will cut down 
on the necessity of high-risk students to rely too heavily on loans. 

Well, these are just a few of the bills highlights. There are many 
other provisions that individually might not seem significant, but 
taken together all of these provisions will have a positive impact 
on the reduction of student loan default costs. 

In closing I want to thank the members of the Postsecondary 
Education Subcommittee and their staffs for the time and effort 
they have expended in the development of this bill. 

I would like to especially thank my colleagues Mr. Hawkins, Mr. 
Ford, Mr. Jeffords, Mr. Coleman, and their respective staffs, for all 
of their suggestions and help. 

This bill reflects many of those suggestions, and without them we 
would not have been able to develop as comprehensive a bill as we 
have. 

Let me turn now to the ranking member, Mr. Coleman. 
Mr. Coleman. Thank you, Mr. Chairman. 

I certainly am personally pleased that we are holding these hear- 
ings today and on Thursday where we will hear testimony from a 
variety of witnesses on the Guaranteed Student Loan default bills 
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introduced by various Members of Congress and the draft subcom- 
mittee, legislation which the Chairman has referred to 

I want to commend Pat Williams for his efforts, since the Bel- 
niont Conference, to draft a consensus bill drawing ideas from the 
educational community and various Members of Congress, both 
Democrat and Republican. 

The passaRe last week of H.R. 4639, which I am glad to see 

\»vJl fif^ pct"^ ''?*fu ^ir^^J ^S^^"^* substantive changes 

in both the GSL and the SLS programs to end program abuses and 
shows what progress we can make legislatively in reforming title 
P^grams in student aid when the work is a truly bipartisan 

I am pleased, as the Chairman just outlined, that the structure 
of the consensus bill draws from the bill which I Introduced in Jan- 
uary, H.R. 3876, the Guaranteed Student Loan Default Reduction 
Act. He has incorporated the "default reduction agreement" sec- 
tion of my bill, and I think that is the way and the approach to 



I feel strongly that schools can and should play an active role in 
reducing defaults through changes in the administration of student 
aid programs and, if necessary, changes in counselling and educa- 
tional programs. ^ 

Such a default reduction agreement allows the Secretary of Edu- 
cation to focus program reviews and subsequent default reduction 
remea<8s on problem schools; that is, on schools where abuses occur 
in student recruitment or in the administration of title IV pro- 
grams, or which have disproportionately high dropout and with- 
drawal rates and equally disproportionately low rates of job place- 
ment. 

Using an annual default rate will focus such default reduction 
activities on schools where the problem exists. Access to education 
IS ensured because no school which has made a good faith effort to 
comply with the provisions of a default reduction agreement will 
De terminated from eligibility to participate in Federal student as- 
sistance programs. 

I must question, however, whether using an institution's annual 
dollars in default as a trigger for default reduction agreement ac- 
tivities will accomplish the same end. The default dollar volume of 
an institution correlates with institutional size, the number of stu- 
dents enrolled and receiving Federal loans, rather than institution- 
al problems. Already this index in the draft legislation has been 

•fu J> State Provision," where a school 

with 50,000 students will trigger a program review with even a 
modest rate of default. 

In California, for example, the top 5 percent of institutions by 
dollars in default includes: the University of Southern California, 
with an 8.1 percent default rate; UCLA, with a 8 percent default 
rate; and the University of California at Berkeley with a 6.8 per- 
cent rate of default. Are these the institutions, I have to ask and 
wonder, on which we really wish to focus our efforts on to reduce 
the occurrence of defaults and default costs, projected to be be- 
tween $1.6 billion and $1.8 billion for this fiscal year. 
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It seems to me that it is neither cost effective nor productive 
from the point of view of educational policy to impose default 
reduction agreements on such institutions. 

Such default agreements v;ould not be only unnecessary, but 
also, in many cases, counterproductive. 

The basic approach that I took in my legislation, 3876, v/as to 
apply remedies where problems exist and to provide the flexibility 
to fashion remedies to the severity of the default rate as an indica- 
tor of administrative and educational problems. 

The subcommittee draft bill applies the most sweeping and Dra- 
conian measures not to the to five percent of institutions measured 
by default rates, but to all institutions. 

Delayed disbursement to first-time and first-year borrowers for 
30 days and the tuition refund provisions are essentially punitive, 
not remedial in effect, when applied across the board to all institu- 
tions regardless of that school's default rate. 

In our attempt to prevent students who drop out early in an edu- 
cational or training program from being unnecessarily burdened by 
debt, we are, in fact, imposing needlessly harsh restrictions on the 
accessibility of student aid and loans to all first-time, first-year bor- 
rowers. To what end, I ask, are we doing so? 

Finally, let me address what appears to be a shift in the perspec- 
tive and discussion of the draft bill in regard to creation of Pell 
grant entitlements. A bill which was supposed to be about reducing 
default has, in effect, become a mini reauthorization of title IV stu- 
dent assistance program. 

Given the budgetary restrictions which we are currently operat- 
ing under, and given the projected shortfall of almost $600 million 
for fiscal year 1989 funding for the GSL program, itself, adding an- 
other $1.1 billion in cost to create a Pell Grant entitlement of 
$2,700 by 1991, is an instance of "politics as the art of the improb- 
ability." 

Well, I agree that there has been a shift in balance between 
grants and loans, with more students among them certainly low- 
income, so-called high-risk, students borrowing more to attend col- 
lege and proprietary school. I cannot agree that creating such 
an entitlement will be a cure-all for ills and difficulties in the GSL 
program. 

A Pell Grant entitlement, even if we could afford an extra $1.1 
billion to reach the $2,700 a year in three years, will be no pana- 
cea. An entitlement of $2,700 will, at best, marginally reduce a stu- 
dent s need for a loan, and it will marginally— and I believe artifi- 
cially — reduce an institution's default rate. 

What it will not reduce is the high rate of dropouts for first-year 
students. The failure to complete an educational program and to 
secure needed job placement are the things that are creating drop- 
outs, and they will not go away, ladies and gentlemen, with chang- 
ing loans into grants. These provisions are what we have got to get 
at as we seek legislative remedies. 

Until we have a more effective review and policing of the per- 
formance of hlgh^efault rate schools, bubstituting grant dollars for 
loan dollars will not reduce the Federal aid ccsts, nor assure ac- 
countability. 
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I dt look forward to the testimonies at this hearing, and I, frank- 
ly, look forward to working with our Chairman to draft a bipartisan 
consensus bill. 

We have, with the bills put forward and been introduced by 
Members of Congress- myself, the chairman, and others-made a 
good beginning. I look forward to working with him and others on 
this committee to resolving the other parts in the areas that still 
require attention and cause concern 

Thank you, Mr. Chairman. 

Mr. Williams. Thank you, Mr. Coleman. 

Let me see if other members of the subcommittee have opening 
statements. 

Mn Chairman, do you have an opening statement? 
Mr. Hawkins. Tm anxious to listen to the witnesses, Mr Chair- 
man. 

Mr. Williams. I, too. 
Mr. Jeffords? 

Mr. Jeffohds. ril also yield my time to the Secretary and put 
mine in the record. 
[The prepared statement of Hon. James M. Jeffords follows:] 

Opening Statement ov Hon. Jamj:s M. Jeffords 

nn^J^ST^* ^'''?}^ ^--f l^-^adership in holding these hearings 

on reducing student lonn defaults. I further wibh to commend you for your foresicht 
in introducing legislation which will serve as a guide for the Subcommittee in our 
markup I also want to thank my colleague Mr Coleman for his diligent work in the 
area of student loan defaults. es(>ccially for his idea of a "Default Reduction Agree- 

«M T ®° "*^*P reduce student loan defaults. 

While I cannot cosponsor Mr Williams* legislation at this point because there are 
some provisions with which I disagree. I hope the bill will be modified in either Sub^ 
committee or full Committee. Even though there are several provisions in the bill 
]w '"S^^^y* ^ !^^^^ s^"^*^* however, that the legislation before us 

Int I '"""y provisions which are beneficial in helping us bringdown the rate 
01 student loan defaults and the associated cost to American tixpavers. 

.^e<^|e^?ry the Department of Education has sent n proposal to the Congress 
also aimed at reducing student loan defaults. Yqut legislation, as introduced bv Mr. 
Armey, is « senpus attempt to reduce loan defaults and I intend to assure that the 

♦ ^" ^ ^^""^^ ^^'^^ consideration. I look forward. Mr. Secretary to lis^ 

tening to your testimony. 

Further I look forward to working with my colleagues so that together we can. in a 
bipartisan fashion produce legislation to stem the rising cust.^ of student loan default.s 
to the taxpayer But. more importantly I hi^pe o. . default legislation will prevent 
students from being npped-off by those few unscrupulous schools. 

Mr. Williams. Mr. Gaydos? 

Mr. Gayoos. Very hurriedly, Mr. Cliairman— the opening ro- 
. long-I just want to put on the record the 

lacj that I personally am looking forward to hearing the Secretary 
and hearing the other witnesses in judging the whole item in the 
light 01 the entire legislative proposal. 

We have before us a proposal that myself and my staff are still 
leviewing in depth, and while it is not perfect, there is much in it 
to commend it, and I want to thank the chairman and his staff and 
the minority members for the long and arduous hours they have 
alreadv expended putting this legislation together. 

Rather than express my personal reviews on the legislative pro- 
posal I am locking forward to hearing from our witnesses today, in 
particular to get jome sense of v hat they feel we should do. 

[C . ^2 
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Finally, I look forward to continuing to work with the chairman 
in trying to work out a student loan default bill that will address 
the right problems,, but significantly will not deny anyone's access 
to additional education if he or she seriously wants to pursue it. 

Thank you, Mr. Chairman. That is the end of my statement. I 
am looking forward to hearing the witnesses. 

Mr. Williams. Thank you, Mr. Gaydos. I appreciate the tirrie you 
and I have spent discussing this legislation and your proposals for it. 

Mrs. Roukema. 

Mrs. Roukema. No. I yield my time to the Secretary. 

Mr. WiLUAMS. Mr. Goodling. 

Mr. Goodling. No. 

Mr. Williams. Mr. Armey. 

Mr. Armey. No. 

Mr. WiixiAMS. Mr. Secretary. We are delighted to have you with 
us today. We appreciate your willingness to come up and testify on 
this issue. Please proceed. 

STATEMENT OF HON. WILLIAM BENNETT, SECRETARY, U.S. DE- 
PARTMENT OF EDUCATION, ACCOMPANIED BY BRUCE CARNES, 
DEPUTY UNDER SECRETARY FOR PLANNING, BUDGET AND 
EVALUATION, U.S. DEPARTMENT 07 EDUCATION 

Mr. Bennett. Thank you, Mr. Chairman and members of the 
subcommittee. 

I will be brief. I want to say what I have to say. I do not intend 
to be wildly confrontational or overly contentious, but a certain 
degree of contention is all right. That is what America is all about. 
James Madison says hi "Federalist Paper No. 10" that "the regula- 
tion of various and competing interests is the business of govern- 
ment. Freedom gives rise to factions, factions are interests, and it 
is the task of government to regulate those interests." This is not a 
hot tub, this is government, and people feel strongly about things, 
and we have it out in a civilized way. 

I very much appreciate, Mr. Chairman, your interest in the topic 
and your willingness to talk with us about our proposals, our many 
meetings and phone calls on this, and I think we're all working to- 
wards the same end. I think there are some disagreements about 
how we should proceed, but I think we all see that there are prob- 
lems and that they need to be addressed. 

We need to restore credibility and integritv to our Federal stu- 
dent aid system. It is burdened, as everyone knows, by an increas- 
ing default rate and by loopholes that allow some schools to exploit 
ill-prepared, often disadvantaged students, and these abuses should 
no longer be tolerated. 

But the reason there is a certain degree of passion about this on 
our side and on the side of many others can be illustrated by a 
letter I received not long ago. This v/ill just take me two minutes. 
IVe got about 70 more letters like this and dozens more back at the 
office. It is a letter that came to me a couple of weeks ago. 

WiLUAM Bennett. I am v/riting this letter to you and tell you how I feel about 
Blank College. They came to my home to get me to enter my school. They asked me 
if I was working and I told them I was on public assistance. They promb^ed me they 
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could help me to learn a new trade called "word processing." They told me right 
away to boiTow $2,50U in GSL grant and §2,100 in Pell Grant 

Soon after I received the money and signed over the checks to the school things 
sorted to change. The teachere acted as if they did not have the time to teach me. 
When I asked for extra help they refused to give this to me. They said they would 
Hunk me no matter how hard I tried to master the skills. 

I also talked to the director cf this school and I called the main ofiice and I spoke 
to the vice president. He said he would look into it. So he came to me saying, "Look 
we re giving you $1,000 spending money. Be satisfied with that." 

I have a wife and two young, loving daughters, and I want them to have some of 
the things that other families in America have. We are on ADC, and you cannot get 
them that Thats why I want to let you know how much this degree w.'ll mean to 
me. 



I went to school three days a week, four and a half hours a day, and I stayed eight 
I Vr^nfu^^^ "^^ ^^^^ ^ ^ ^^^^ ^o^v much I wanted to learn this new 
skill. They said to me, after they cashed in the GSL checks and the Pell Grant, that 
they don t want me in school any more. They changed mv grades, and I have papers 
at home with A's and B s on them. 

It really hurts to be a black male, Vietnam veteran who believes in America to be 
discriminated against. I have no prison record. 

I am a law-abiding citizen who loves America, the land of opportunity who opens 
Its doors .0 people from shore to shore, so I thought I would have a chance to live 
the American dream, to learn a new skill, and to be the husband to my wife and 
father to my kids. I wish you would check into this. I am begging you to check into 
this so this kind of thing will not happen again. 
I don't know how I will pay back this money without the skills I was promised. 

From a concerned student who wants an education. 

Now, this is a problem. If it were an isolated problem, the only 
one of its sort, Mr. Chairman, we'd say it just happens. But unfor- 
tunately it happens all too often. 

We are concerned that w do something about this. We have put 
forward our proposals, Mr. Chairman. There are some who think 
we are too tough on institutions in our proposals. We do not think 
we are. We think that the procedures that we have recommended 
and the changes weVe recommended in legislation are sensible and 
called for, but certainly something has to be done. 

The Congress I think is to be credited with having a vision about 
equal educational opportunity, and when the Congress puts for- 
ward the taxpayers' funds to provide educational opportunity this 
IS a good thing. But, unfortunately, some— not all, but some— sue 
this educational opportunity as another kind of opportunity, an op- 
portunity to make a profit— that's okay— but an opportunity to 
make a profit at the price of denying education to some people. 

There is good and bad out there, Mr. Chairman. There is virtue 
and there is avarice, and I think we need an instrument so that we 
can go out and distinguish among various institutions. 

I think most of the educational institutions in this country that 
are providing educational opportunity, be they for-profit schools or 
not-for-profit schools, are decent and trying to do an honorable job, 
but some are not. Some are flat out exploiting students or would-be 
students— they are only students in a manner of bpeaking— and ex- 
ploiting the taxpayer, and we have to get after them for that in 
order to meet our responsibility to the public trust. 

You know our proposals. 
That's it. Thank you. 

[The prepared statement of William J. Bennett follows:] 
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Mr. Chairman, I appreciate this opportunity to appear before this 
Subcanmittee to discuss the AdrainistratiOT's prcjjosals for reducing 
student loan defaults. Last Novenfcer, I announced a new policy to hold 
colleges, universities, and other institutions of postseoorxJary education 
accountable for excessive levels of defaults on Guaranteed Student 
loans. But I said then that the administrative changes were just part of 
what was needed, and that other actions, especially legislative actions, 
Vfculd also be needed to Folve the problem. Oi May 5, I therefore sent to 
Congress a package of legislative proposals — the 'Studeit Aid Integrity 
and Accountability Ameniuents of 1988" — that followed through on my 
premise to propose additional reforms. I am pleased to see that this 
ajbcciisaittee is also preparing a con^Jrehensive prqposal on the subject. 

The Administration's propo6£as address more than just student 
loan defaults. They seek, more broadly, to restore credibility and 
integrity to a federal student aid system that is burdened by an 
increasing default rate and by loopholes that allow soroe s^xwls to 
exploit ill-prepared, often disadvantaged, students. These abuses should 
no longer be tolerated. This natiwi needs a sound system of federal 
student aid. Millions of our young pecple dqiend on it to achieve their 
potential, and we in turn depend on them to help meet the icportant 
challenges that lie ahead. But we cannot expect our citizens to continue 
to si^jport an increasingly expensive student aid program — nearly $9 
billion next year — when they see so much of their tax money being 
wasted or abused. And we cannot expect to provide sufficient fuivJs for 
needy students when defaults in our federal loan programs are eating up 
an ever greater share of the entire student aid budget. 



ERLC 



12 

-2- 

Oks reason dofaults are so high is that, put sicply, the federal 
govemssent accepts naarly all the risk. The banks that make the loans 
and the guarantee age«:ies that underwrite them are protected froca 
defaults by the federal guarantee. Lenders in particular are insured for 
one hundred cents on the dollar. As the New York Tiroes editoralized a 
few nonths ago about the troubled GSL program, "In the face of a 
spiraling default rate, a new balance of risks has to be struck." Oily 
When lenders and guarantee agencies have more at stake will they have a 
real incentive to press students for repayaent. Vfe propose to simply 
sane of that incentive by reducing federal insurance and reinsurance 
rates. 

Another way we can head off defaults is to stop caking new loans 
to persons who are alree^ in default on previous student loans. The new 
NaticHial Student Loan Data System will assist us in our present efforts 
to identify such students — provided Congress lifts the prohibition 
against using it to verify whether applicants for loans are already in 
default. Our bill would give us the authority to use this system to help 
prevent defaults. 

Students as well as taxpayers are being hanaed by some features 
of our current student aid program. Many students today are beir^ 
exploited through a well-intentioned provision in the Hi^r Education 
?.ct called "ability to benefit." 

Although the purpose of this provision is to enable .students who 
lack a high school diploma to receive federal student aid, it has beoooe 
an open invitation for sane unscrupulous schools to e^^loit ill-prepared. 
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disadvantaged students. Ttoo often these students, lacking a high school 
diplccaa, are enticed into postseoondary institutions by proaises of 
grants and loans and, ultiicately, high-paying jobs, only to end up 
dropping out and in debt. I am also concerned about the message we are 
unintentionally sending our young people through the "ability to benefit" 
provision. That laessage is: Finishing hi^ school isn't all that 
iHiportant. This is the wrong message, and it contradicts everything we 
knew about what it takes to succeed in our society. Vfe will be doing 
these students, and all students, a favor by requiring a Mgh school 
diploma or its equivcilent in order to be eligible for federal student aid. 

Another major eleoent in our bill is the establishment of a 
system whereby colleges and universities would be awarded Vtork-Stu3y ana 
Supplemental Education ppportunity Grant funds based in part on these 
institutions • success in meeting student outoccae goals . The principle 
here is that when institutions do a good job of educating students, they 
ought to be rewarded with increased funds — but v^ien they do a poor job, 
that too ought to be taken into account. We won't specify particular 
outoaae measures. The sdwols will do that, but I expect they will 
include such things as performance on standardized tests, dropout arxi 
oonjJleticn rates, and job placement rates. It's high time that we began, 
in student aid as in other federal programs, to rewcurd success arxi 
penalize fedlure. 

These are the major elements of our proposed legislation. In 
addition, we are seeking several changes of a more technical or 
procedural nature that will also help to curb defaults. Vfe propose 
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limiting Pell Grant eligibility to three years for students in programs 
normally lastir^ two years or less, Vfe think lenders should check the 
credit histories of borrowers over the age of 21, Those with poor credit 
records vould have to obtain a credit worthy co-signer (those with no 
credit records — the vast majority of young students — would not be 
affected ty this requirement). In order to help keep track of potential 
defaulters, we propose to require borrowers to provide their driver's 
license nunbers, the addresses of their next of kin, their expected 
addresses, and the names and expected addresses of their enployers as 
part of the school's exit interview. And, if they violate Federal law or 
regulations, we want to authorize the termination or suspensiai of 
student aid agents acting on behalf of postsecondary institutions. 

Let roe also mention one other piece of iitportant pending 
legislation that deserves pronpt Congressional action-^extension of the 
authority to offset income tax refunds. Since the program began three 
years ago, the tax refund offset has become one of the most effective 
tools we have to collect defaulted student loans. Over $500 million has 
been recovered so far, from both offset tax refunds and voluntary 
payments made ty defaulters seeing to avoid the offset. But the 
authority to oontineae Uie program expires June 30, and Congress must act 
quickly if the program is to be kept alive. 

I would be hegppy to respond to your questions. 
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Mr. Williams. Thank vou, Mr. Secretary. May I ask a couple of 
questions about our legislation? 

As you know from earlier discussions, our bill focuses default 
and prevention efforts on two types of schools: schools with high 
default rates and schools with large volume of dollars in defaults. 
Could you comment on that? 

Mr. Bennett. Yes. 

Mr. WiLUAMS. The inclusion of both of those types of schools in 
this legislation? 

Mr. Bennett. Sure. By the way, I should say I am joined by 
Bruce Carnes, my Deputy Under Secretary. 

Let me mention several things. Those two types of institutions 
would include schools with high default rates and schools with rel- 
atively low rates but large volume and both types are a concern to 
all of us who are worried about $1.6 billion in defaulted loans every 
year. That is obviously true. 

But I think I share with Mr. Coleman's concern built out of a 
recognition that a school that may have a fairly high volume, but 
its overall rate is six percent or seven percent is doing, I think, 
probably a reasonably conscientious job. In those cases, we can look 
at program reviews of various sorts, talk to the institutions about 
trying to get that rate down because all defaults add to the taxpay- 
er s cost. 

But in the case of some institutions— not all, again, but some in- 
stitutions—with very high default rates, I think the concern here is 
that we might have some places that are really flat out defrauding 
students not paying much attention to their education, not giving 
them a clear sense of their obligation, and that is a different kind 
ot problem that requires a different kind of analysis, and I think 
^^Tvi"^ kind of action, or action as quickly as we can get it. 

Mr. Williams. Let's visit a minute about the program review his- 
tory of the department. Is the department conducting as many re- 
views as they have previously conducted? And do you have the ca- 
pacity to conduct as many reviews as envisioned by the bill? The 
way we calculate our default reduction procedure would require 
the department to conduct about 700 program reviews annually. 

possible for the department, under current conditions, 
to fulfill that requirement, Mr. Carnes? 

Mr. Carnes. Thanks, Mr. Chairman. In recent years we have ac- 
tually performed fewer program reviews and monitoring visits 
than we wanted to. We had objectives in 1987 of increasing our ef- 
forts there, and in 1988 we are, in fact, making a slight increase 
there, and we are up to about 700 program reviews annually right 
now, but that covers the entire universe— not just institutions 
where we detect problems, but also a random sample of institu- 
tions. 

We expect to do more of those reviews. There are, after all, about 
7,400 institutions that participate in these programs. But in point 
of fact, we have not been given the administrative resources to con- 
duct these reviews. The administrative funds provided to the de- 
partment have been those that we requested, as you are aware, 
when we were requesting lower budgets in previous years for the 
entire department. We didn't get the lower program budget, but we 
did get the lower administrative budget. 
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We have $6 billion more in program funds to administer than we 
budgeted for this year, but we had the administrative funds cut, 
plus travel cuts. 

So what I am saying is that we have a priority of increasing our 
mo. itoring efforts there, but it is extremely difficult without ade- 
qua e resources to do so. 

Mr. Williams. Would the department need additional staff to 
conduct the reviews envisioned by the bill? 

Mr. Carnes. I believe that it would be necessary to have both ad- 
ditional staff and additional administrative funds in order to meet 
that mandate. 

Mr. Williams. Mr. Coleman? 

Mr. Coleman. Mr. Secretary, in a previous hearing we talked a 
lot about structural default rate, and I tried to convince my col- 
leagues that I don't buy the idea that there is going to be a certain 
number of students automatically going to default. We should not, 
as policymakers, accept that there are going to be "X" percent 
going to default any more than we should assume and accept that 
there are going to be 'X' percent of the people going to be drug 
abusers. We have to fight every one of these defaults along the 
line. 

We didn't have any information on whether or not that was true 
or not, and there were some who said, "Well, if you have a low 
income you are automatically going to have a default rate." 

I have asked the General Accounting Office to go through every 
GSL loan in 1983— and I think over two million have gone into re- 
payment—and they have provided me some information I want to 
share with you and others. When the income is the same in every 
strata-under $10,000— income between $10,000 and $20,000, be- 
tween $20,000 and $30,000, and over $30,000— there is a pattern 
and a trend. The default rates at your vocational institutions, in 
each one of these income categories is about two and a half times 
greater default rate than in your traditional schools. 

So you basically have students with the same income level, same 
background, and the same population, going to a traditional school 
or going to a vocational proprietary school so that we're not chang- 
ing the individual, we are changing the schools, and there is a sig- 
nificant change and difference in the default rates of these stu- 
dents. 

This was the first time that we have ever seen the documenta- 
tion on that. I wonder if you have a comment on that? 

Mr. Bennett. Yes, I do. I appreciated your efforts there, Mr. 
Coleman. We noted the results of that study. By the way, it is in 
the "Chronicle of Higher Education." We just saw the clip. I don*t 
know if you read the "Chronicle" with the same alacrity 

Mr. Coleman. I have seen it in there. 

Mr. Bennett [continuing]. You may have read the "Washington 
Post" or "V/ashington Times," but it is in there, and it is accurate- 
ly reported. 

I think that is interesting, and that suggests two thi**gs. That 
suggests that in this whole process of deliberation it is appropriate 
to look at institutions and kinds of institutions. This should be part 
of our analysis. It is not simply a matter of focusing on a Federal 
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student aid program and a group of individuals, but that there are 
important institutional differences if we look at the data. 

But in defense of the vocational or proprietary school I would say 
that we need to remember these are aggregate figures, and that we 
have, as you know, many proprietary institutions— for-profit insti- 
tutions—with extremely low default rates, and I think what's more 
interesting, with such institutions with v( .y low-incomo disadvan- 

W ^^".^^^^^^ still with extremely low default rates. 

Why As best we can tell from our analysis, these are places that 
do an honest job, give the kids a good education and because they 
give the kids good educations the kids get jobs, the kids then feel 
that this was worth their time, the educational experience was 
worth their time, have very little reluctance, and have the re- 
sources, to pay the loan back. 

Mr. Coleman. And that's exactly why we tried to structure our 
loan reduction agreement to take those indices that you just men- 
tioned—the things that would make a good experience possibb— 
and try to incorporate them within the Secretary's enforcing of 
these agreements. ^ 

1 Al^^H', ^ commend the chairman for incorporating this into his 
draft bill. 

Let me just one more time make a comment and ask you for a 
comment. When we re talking about the large volume of inst tu- 
tions— and I pointed out three major institutions in California- 
there obviously would also be other proprietary and vocational 
schools that could also have a large volume. But the point of fact is 
i,hat we should use a targeted rifle shot as opposed to a shotgun, 
scatter gun approach on this. I think it is very important that we 
not create more problems than we solve. 

How are you, as the Secretary, going to go out and tell institu- 
tions that have less than a seven percent default rate that they are 
going to have to come in and sign agreements with you, they're 
going to be under the gun, under the microscope, held up to public 
ridicule, and yet there are schools that may have 25, 30, or 40 per- 
cent default rates but, because their volumes are low and they 
don t hit the top five percent on the other category, are going to go 
scot tree.'' How could you possible administer such a provision if it 
were enacted? 

Mr. Bennett. Or defend it? In terms of credibility it would be 
hard to defend. Obviously there is a big universe out there, a lot of 
institutions. We have to set up certain priorities. How do we pro- 
ceed, and what do we proceed on first? I think clearly, as you can 
detect from our proposal, what we are interested in doing is getting 
as many of the fraudulent or exploitive institutions out of business 
as possible. 

Mr. Coleman. Thank you. 

Mr. Carnes. Can I just add one point to that if I could, Mr 
Chairman? Mr. Coleman, I agree with you. I think that the situa- 
tion does present a curious anomaly, which is that, in fact, in the 
lirst j;ear, at least of how the program would operate under the 
committees bill, there arf. a number of institutions with default 
rates in excess of 50 percent which would be unscathed really, 
Ihey would not even come under the terms of an agreement be- 
cause there are more institutions— more proprietary institutions, 
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alone, with default rates in excess of 50 percent than there are 5 
percent of the whole universe. That does, I think, cause a problem, 
at least in defending that, or at least in understanding it. 

Second, Fd say that what we want to do is— and I agree with you 
on this point — what we want to do is to get at the default event. 
We want to prevent the default event from occurring, and we pre- 
vent that event from occurring, by looking at the rate, then that 
will have the exact consequence, it seems to me, of bringing down 
the total dollar volume of defaults. 

Third, I would just say this about agreements: theoretically, as I 
understand the bill— and, again, I have not read it in great detail 
or had a great deal of time to study it—theoretically, as I under- 
stand it, no institution would ever be eliminated from the program, 
regardless of its default rate. That, in theory, an institution could 
still have a default rate of 100 percent and not be out of the pro- 
gram. No default rate is unacceptably high under the terms of this 
bill. 

Mr. Williams. I would add, Mr. Carnes, that a school would only 
be allowed to continue in the program if it had done everything 
that the Jaw and the department required of it. If it had taken 
every step the law and the department required to reduce its de- 
fault rate and was still unable to do so it could remain in the pro- 
gram, but only t^en. 

Mr. Carnes. I understand. Yes, sir. 

Mr. Williams. Mr. Gaydos? 

Mr. Gaydos. Mr. Secretary, before you made your pronounce- 
ment or your study or your suggestions on the default rate, how much 
time did you and the staff put into the matter? How long has it 
been under study? Let me ask you whether or not you suffered 
from defit *3ncy of staff in putting that study or those suggestions 
together? How long have you been working on this? 

Mr. Bennett. Til have to ask Mr. Carnes. We've been talking 
about it for a good year and a half or two years internally. I have 
relied on Dr. Carnes and his staff. He will have to talk about 
whether he has had the manpower to put this together. We have 
had an awful lot of meetings chewing over an awful lot of propos- 
als and ideas. 

Mr. Carnes. 

Mr. Carnes. I think the first really hard, in-depth conversation 
that the Secretary and I had on this point occurred over a year ago 
in which, as a result of my concerns and my job of trying to figure 
out how to budget things in the department, one of the things I 
had to look at was costs. Clearly one of the things that was pre- 
venting us from putting mure money into some programs working 
within our overall ceiling was that we had this growing cost in de- 
faults. It just kept getting larger and larger, and gradually eating 
up more and nr.ore of the budget. So we began to look at what was 
going on there. 

What ve discovered— and this was, as I say, over a year ago— 
what we discovered was that when we saw $1.6 billion we saw the 
information about default rates at various institutions. 

Mr. Gaydos. If I can interrupt you, I'm sure that would be a con- 
cern of any person that has any dedication to his duty to be con- 
cerned about that amount of money. There's no question about it. 
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The question Td have, follow-up question, would be: did you discuss 
some of the contemplatC'd corrections with the proprietary schools 
or vocational schools? How much were they a part of your deci- 
sion? When you came down flatly, 25 -percent was the magic 
number, period. Tm going to be very frank with you: you gave an 
oblique notification or oblique consideration to the lending institu- 
tions, the banks, and others like that. That is an area of concern 
and a source of a lot of irritation to some people. 

What have you done and how did you come about it? Could you 
go into that a little in detail for me? 

Mr. Carnes. Surely. For several years— as a matter of fact, since 
we have been at the department in the beginning of 1985— we have 
been meeting with proprietary institutions and representatives of 
the proprietary sector. The Secretary has addressed the proprietary 
groups in Washington, and I have addressed them in various 
places, myself. 

Throughout that period of time we have told them repeatedly— 
we have given them both praise for their virtues, but we have 
raised various concern? about practices that were going on in the 
proprietary schools that caused us concerns. We thought that these 
were issues that needed to be faced squarely by that communit*'. 
They needed to police themselves; otherwise we felt that public 
confidence was going to be undermined there, and something would 
have to be done without them unless they policed themselves. 

So they were fully aware all along of our concerns in *.his area, 
and, in fact, when we developed our material which we sent to Sen- 
ator Kennedy on proprietary schools, the report that we sent, we 
even allowed that community— and I felt this was certainly going 
the extra n Ue— we allowed representatives of those institutions to 
review a draft of that report before it went up. 

Now 

Mr. Gaydos. But you didn't, if I may interrupt you— you didn't 
incorporate any of their suggestions as to how to attack the prob- 
lem other than to put the primary responsibility on the education- 
al institution as such? Did you incorporate any of their 

Mr. Carnes. Well, I think 

Mr. Gaydos [continuing]. Suggestions? 

Mr. Carnes. I think we may be talking about two different 
things here. In our accountability legislation I think that there are 
proposals in there that the community would feel quite comfortable 
with. In fact, as I understand it, similar to ones that they, them- 
selves, have advanced. This would include such things as credit 
bureau reporting and our accreditation regulations, which I think 
certainly are consistent with concerns of that community in 
strengthening the hand of those organizations to police themselves. 

So I don't think that we have proceeded without taking into ac- 
count their views. However, we have also certainly proceeded by 
our own lights. 

Mr. Gaydos. All right. Would there be any justification to those 
that criticize your pronouncements insofar as it appears as far as 
lending institutions, per se, are concerned, that the greatest criti- 
CLsm you had at the time was that they should share a little bit in 
the risk? That has been a very sore spot to some people and to 
some institutions. How do you respond to that? 
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Mr. Bennett. Well generally, again, I think picking up from 
your earlier statement you reported that some of the educational 
institutions complained that we were putting the entire onus 
burden on them. The next question, then, is some lending institu* 
tions complain that we are putting the entire onus on them. One 
begins to get the idea here there is a pattern. Whenever you put an 
onus on someone, they tend to say why are you picking on me. 

In fact, we have been consistent. We have said that there is 
shared responsibility here. To paraphrase Moby Dick, the "univer- 
sal thump* has been passed around. We have suggested that there 
ought to be accountability from all relevant parties. You sure know 
that we are suggesting that individual borrowers should be ac- 
countable— IRS offset, and other measures to pursue people who 
have defaulted. I think institutions often should take greater re- 
sponsibility. Lenders should take greater responsibility, and so on. 

I think what weVe tried to do is apportion this out in a reasona 
ble way. 

Mr. Gaydos. Then would it be accurate to state that your present 
feeling is that lending institutions share this as much as anybody 
else; is that accurate? 

Mr. Bennett. They share responsibility 

Mr. Gaydos. Responsibility of the default, 

Mr. Bennett [continuing]. As well as others. Everybody should 
be part of 

Mr. Gaydos. But your report didn't show that; isn't that true? I 
mean, the emphasis was not in that direction. Maybe that is your 
emphasis now, but at that time it wasn't. Is that an accurate state- 
ment? 

Mr. Carnes. Well, Mr. Gaydos, the report that we sent to Sena- 
tor Kennedy specifically responded to a question that he asked in a 
hearing about proprietary schools, so that report really just talked 
about those schools. 

But we have, for a number of years, proposed to reduce the in- 
surance and reinsurance in the GSL program for both lenders and 
guarantee agencies. We have done that for about three years, so 
they have known about that. So that was well known. 

Our accountability proposal, itself, the piece of legislation does 
address not only institutions, but also the lending community, as 
well. 

Mr. Gaydos. All right, then, finally Td be accurate in saying that 
you directly or indirectly intend to zero-out the educational institu- 
tions as distinguished from other places other areas at the bource 
or problems and indicated to you it should be considered as lar as 
the entire area of default? 

Mr. Bennett. That's right. WeVe saying that there is responsibil- 
ity here, but I don't think .ve're picking on or singling out institu- 
tions. 

Mr. Gaydos. I have no further questions. 
Mr. Williams. Mr. Jeffords? 
Mr. Jeffords. Thank you. 

Mr. Secretary, I spent an hour on C-Span this morning answer* 
ing questions from all over the country on the problems of student 
defaults, and I was impressed. We are spending quite a bit of time, 
and appropriately so, on the abuses of the program. I think Sallie 
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Mae indicates that maybe 15 percent of our defaults are in t>at 
category, another 15 percent are people they've lost track of. 

Probably the predominant share of the callers were people who 
said they would have liked to repay but they didn't have the cash 
flow to do that, and they couldn't work out agreements or arrange- 
ments. It was either all or nothing type of problems. I wonder if 
you need more flexibility in being able to work repayments out— I 
know it can be done. I also serve on the committee that deals with 
Farmers Home Administration. There is broad authority there for 
even forgiving part, reducing interest rates, stretching out pay- 
ments. I think three callers said they were doing fine until they got 
married and had a child. They couldn't consolidate their loans so 
they could stretch out and have one loan payment. Vm wondering 
if you'd comment on trying to look at the other perhaps 70 percent 
of the loans to see what we could do to reduce defaults. I know Ver- 
mont has a default rate of only 4 percent. Should we have a nation- 
al goal so we could do more in that area, as well? 

Mr. Bennett, Right. Mr. Games. 

Mr. Carnes. Those are very fair points, Mr, Jeffords. In fact, I 
think we would support consolidation. We proposed that in our ac- 
countability proposal, and I agree that there also should be better 
counselling of borrowers, both by lending institutions and by aca- 
demic institutions so that borrowers know exactly up front what it 
IS they're getting into when the> take a loan and what their rights 
and responsibilities are. Among those rights are, of course, to get a 
deferment on making payments based upon a number of various 
criteria you can get a deferment for, including lack of income or 
lack of sufficient income. It is possible to make just maintenance 
payments on loans. 

oo those are rights that a borrower has in the GSL program, but 
I think all too frequently borrowers aren't informed of what tliOb^ 
rights are. We are recommending that better counselling be re- 
quired for institutions. 

Mr. Jeffords. I guess my question is: what happens when you 
are in default and it gets turned over the guarantee agency and 
then turned over to the collection agency? What authority do they 
have, and what kind of guidelines do they have to arrange for par- 

*^^T?/r^^9?^"^^"^\^^^^^^^^"S payments, all those kinds of things? 

Mr. Carnes. I m going to have to really give a fuller response to 
that for the record. When it is turned over to private collection 
agencies I, frankly, car/t answer to what the specific arrangements 
that they work out in individual cases would be. 

Mr. Jeffords. Okay. 

[The information supplied follows;] 

Loan Compromise Standards 

Guarantee services currently provide their own compromise guidelines to their 
collective agencies, and these guidelines would permit partial repayment:* under ap- 
propriate circumstances. Private collection agencies undor cuntract with the Depart- 
ment are authorized to negotiate ^ ^rious payment alternativeb based on guidelines 
issued b> the Department. The Department will soon be issuing a bulletin which 
will suggest uniform compromise standards for guarantee agencies to follow. 

Mr. Jeffords. Okay. Fd appreciate knowing that, because it 
seems to me that if there are people out there that want to repay, 
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but they are prevented from repaying because of the structures we 
have built up, we ought to try to do something. 

Mr. Carnes. I think that is a fair point. 

Mr. Jeffords. Thank you very much. 

Mr. WiLUAMs. Chairman Hawkins? Questions? 

Mr. Hawkins. Mr. Secretary, some time ago I thought you were 
advocating a particular target cut-off for defaults as a means of 
eliminating institutions. Does the new proposal contain any lan- 
guage that would suggest a continuation of that position? 

Mr. BENNETf. Well, the legislative proposal that we just submit- 
ted of course talks about ability to benefit. It is about something 
other than the LS & T proceedings, but our position is still the 
same, Mr. Chairman, on that; that is that 20 percent would be the 
trigger figure. The "trigger" means we would then look into it and 
make a determination. 

Mr. Hawkins. So you are still weighted somewhat to an inflexi- 
ble cutoff rate? 

Mr. Bennett. You have to set some kind of goal or target or 
number. That is the number we set. That is inflexible; however, the 
conclusion that an institution should be limited or suspended or 
terminated would be a matter for discretionary judgment. It would 
not be that an institution would be automatically suspended or ter- 
minated or limited because its rate was above 20 percent. We 
would then want to make the inquiry. 

Mr. Hawkins. Wouldn't that suggest to every institution with a 
rather high default rate that that institution is suspect and is 
likely to be cut off? 

Mr. Bennett. It suggests 

Mr. Hawkins. Wouldn't that have a negative impact on such in- 
stitutions? 

Mr. Bennett. It suggests to them that they had better get their 
act together. Yes, sir. It suggests that, and it suggests that if they 
are not operating in good faith, and if there are deficiencies in 
their counselling or their management of their institution, they'd 
better get them together, because the Federal Gove^'nment might 
want to come see them. 

Mr. Hawkins. Getting their act together might also mean that 
they would begin eliminating admitting students who might be at 
risk, would it not? 

Mr. Bennett. Well, if they are an unscrupulous institution that 
is incompetent and 

Mr. Hawkins. We're not talking about unscrupulous. 

Mr. Bennett. Sometimes we are, Mr. Chairman. Sometimes we 
are. 

Mr. Hawkins. Well, some of them are institutions that 

Mr. Bennett. Let's cut to the heart of it. 

Mr. Hawkins [continuing]. Are getting funding we 

Mr. Bennett. Let's cut to the heart of it. If ^e are talking about 

an institution 

Mr. Hawkins. But let us not stipulate 

Mr. Bennett. Only 

Mr. Hawkins. Let us not stipulate in advance that it is an un- 
scrupulous institution. 
Mr. Bennett. I said maybe. 
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Mr. Hawkins. Let's concede of an institution 

Mr. Bennett. Right. 

Mr. Hawkins [continuing]. That is desperately trying 

Mr. Bennett. Right. 

Mr. Hawkins [continuing]. To do its job, trying to admit students 

that ordinarily would not be admitted to 

Mr. Bennett. Right. 

Mr. Hawkins [continuing]. SoKJalled "respectable" Ivy 
League 

Mr. Bennett. No, no, no, no. How about Ohio Diesel Institute. 
That s not an Ivy League Institute. 
Mr. Hawkins. Well let's take Howard University. 
Mr. Bennett. Okay. 

Mr. Hawkins. It obviously is supported by the Federal Govern- 
ment. 

Mr. Bennett. It sure is. 

Mr. Hawkins. I don't think— would you call that an unscrupu- 
lous institution? 

^ Mr. Bennett. No. No, I wouldn't call Howard an unscrupulous 
institution. 

Mr. Hawkins. Well, let's take that. 

Mr. Bennett. Right. What's the default rate, though? 

Mr. Hawkins. Its higher than the 20 percent. 

Mr. Bennett. They should get it dovm. We'd like to know why it 
isn t coming down. 

Mr. Hawkins. Well I think it is nearer 50 than it is 20. 

Mr. Bennett. That's too darn high. 
. Mr. Hawkins. Well, the poi) t is: would you not then indict that 
institution 

Mr. Bennett. We're not going to indict anybody, but I might 
have an administrative hearing. 

^ Mr. Hawkins. Well, you may not think so, but I think that those 
institutions have certainly appealed to us that they are at risk of 
incurring the enmity of the Department of Education. 

Mr. Bennott. Let me say again, Mr. Chairman, let's cut to the 
heart of it. If the only reason the institution, after this inquiry is 
made, the only reason this institution's rate is high is because it is 
conscientioushr meeting its sense of obligation by taking poor and 
disadvantaged students and review of their management practices 
mdica'ss they are doing what they should, I don't have any inten- 
tion at all of limiting, suspending, or terminating them. 

If they re operating in good faith, fine, but you have to recognize 
that I don't assume unscrupulousness. I don't assume bad faith. 
But you can't assume good faith in all of these circumstances, 
either. 

Mr. Hawkins. You're implying bad faith, then. 

Mr. Bennett. On the part of some institutions there is no doubt. 
1 11 say more than implying. On the part of some institutions there 
IS bad faith. 

Mr. Hawkins. Let me rephrase it, because we re not going to get 
any place with that. That's for sure. 
Mr. Bennett. Well 

Mr. Hawkins. And I don't think youVe changed your position 
whatsoever. Let me refer to the document that >ou presented to us 
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this morning. The way I read this document is that you believe to 
head off defaults: one, to stop making new loans to persons who are 
already in default on previous student loans; secondly, you suggest 
that your proposal will do something again about enabling students 
who lack a high school diploma tc receive Federal student aid 
which you brand a;> an invitation to unscrupulous schools to exploit 
the disadvantaged students; and, third, that the bill would estab- 
lish a system whereby colleges and universities would be awarded 
work study, and supplemental education opportunity grants. 

Now, those are the three elements of your proposal, and then 
you end up by saying, "These are the major elements of our pro- 
posed legislation." Those seem to be the basic principles. 

Now, if you accomplish all of those three things, you are saying, 
then, that your proposal would address the problem and, in effect, 
provide a solution. Is that a fair statement that simply doing those 
three things would do it? 

Mr. Bennett. No. We would do a lot more things than that. 

Go ahead, Mr. Carnes. 

Mr. Carnes. Some things may require Congress to pass laws, and 
those which are in the material you have just read, require congres- 
sional action. 

The 20 percent default rate issue does not require Congressional 
action. That is a matter of regulation. We can implement that 
absent Congressional statutory authority because we already have 
that statutory authority. Indeed, there is already in regulations 
over ten years old, the principle that a 20 percent default rate casts 
serious doubt on the ability of that institution to monitor the pro- 
gram. 

I might just add further, Mr. Hawkins, that in the case of the 
Perkins Loan Program, if an institution has a default rate in that 
program of above IVz percent you begin to cut off their supply of 
capital. So that default rate trigger is much, much lower than the 
one we are looking at in GSL. 

Mr. Hawkins. Well you seem to suggest a rather simplistic ap- 
proach which has that particular advantage, but Fm wondering 
whether or not your approach goes beyond what you have suggest- 
ed in this statement. 

You say that when institutions do a good job of e-iucating stu- 
dents they ought to be rewarded with increased funds. Now, what 
increased funds are you talking about? Are you increasing grants 
or what? 

Mr. Carnes. That was a proposal that 

Mr. Hawkins. To good, not unscrupulous, but to good institutions 
doing their job, what do you offer to them? 

Mr. Carnes. Yes, sir. This sort of is an echo of the proposal that 
we discussed for you and other members concerning chapter one, 
and that is the accountability notion that institutions that do well 
should receive re^yards for that. They should be encouraged to do 
more of that, and in 

Mr. Hawkins. Specifically what type of awards would you 

Mr. Carnes. What we would 

Mr. Hawkins. Would you increase grants, for example? 

Mr. Carnes. We would increase their allocations of SEOG and 
work study — the campus-based programs. 
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Mr. Hawkins. What is your position in your proposal on grants? 
Would you reverse the process of decreasing grants and increasing 
loans? 

Mr. Carnes. Yes, sir. As a matter of fact, our 1989 

Mr. Hawkins. And to what extent? 

Mr. Carnes. Our 1989 budget proposal includes a $750 million in- 
crease for Pell Grants, and an increase in the maximum award for 
Pell Grants. So we have, indeed, made a change in that area. 

Mr. Hawkins. Would you be prepared to go beyond $750 million 
if that helps to solve the problem? 

Mr. Carnes. I think we're going farther than the Congress, Mr. 
Hawkins. I believe that 

Mr. Hawkins. Well, you go quite a distance in election years, but 
the next year you go back. 

Mr. Carnes. We 11 see about next year. 

Mr. Hawkins. There's a flip flop, and this is an election year, so 
you go $750 million That reminds me of 1984. We should have an 
election year every year certainly. 

Mr. Carnes. Are you suggesting we should have come in v/ith a 
lower budget? 

Mr. Hawkins. What is it? 

Mr. Carnes. Should we have come in with a lower budget? 
Mr. Hawkins. With a lower budget? 
Mr. Carnes. Yes, sir. 

Mr. Hawkins. Tm suggesting you come in with an election-year 
budget every year. 
Mr. Carnes. We'll see about 1990, sir. 

Mr. Hawkins. Mr. Secretary, this may be the last time you and I 
will be in this position. I understand that you are leaving the de- 
partment. I would like to take the occasion to say that even though 
we have had a battle over ideology, I think, more than anything 
else, I certainly wish you well and certainly hope that our confron- 
tation does not in any way indicate that I do not respect your in- 
tegrity and your honesty. I \vish you well in whatever your future 
plans may be. 

Mr. Bennett. Thank you, Mr. Chairman. I would say, if you will 
allow me — and I mean this sincerely — there is no one with whom I 
have enjoyed arguing more than you. [Laughter.] 

I appreciate it. Thank you, sir. 

Mr. Hawkins. Thank you. 

Mr. WiLUAMS. Mrs. Roukema. 

Mrs. Roukema. Thank you, Mr. Chairman. 

I do want to say that I think we are on an issue here that is a 
potent'" ally red-hot button, one that I see genuinely eroding support 
for both student loans and grant programs. 

Mr. Bennett. Yes. 

Mrs. RouKEM/ I am very concerned about that, as I think all of 
us are, because we can see the potential here for the public percep- 
tion that this is a scandal 

Mr. Bennett. Yes. 

Mrs. Roukema [continuing]. And we are not going to put up with 
it any longer. I also wanted to note that Mr. Coleman made an im- 
portant point here, and I would like to use it to introduce the ques- 
tions that I have. He made the point that regardless of how any of 
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us come out on the subject of what level grants should be increased 
to, and I will state categorically that I prefer the work-study grant 
to outright grants, and that's because it is part of my history in 
college, as well as my husbands. 

But Mr. Coleman's point was that giving more money to grants 
does not get to the ba^ic problem of the potential corruption in the 
program, whether by unscrupulous schools or banks or student 
loan officers that are not doing their job. So Td like to get to some 
of that, because no matter how much grant money we give out we 
are still going to have those unscrupulous schools if they exist out 
there and we will be encouraging them. 

So how do we get to that, Mr. Secretary? Do you have — forgive 
me if you have given us this material and if I am in receipt of it 
and haven't read it yet you will excuse me — but do you have an 
actual data base, some sort of study that is illustrative of how 
many unscrupulous— so-called unscrupulous—schools you think are 
out there plying their trade as you read in that letter, enticing stu- 
dents into programs? 

Mr. Bennett. Mrs, Roukema, we don't have a data base which 
gives us a list of unscrupulous schools. What we have is a data base 
which gives us a general picture, and a fairly reliable specific pic- 
ture of default rates. 

I don't assume from a high default rate that automatically that 
means unscrupulous, as we were just discussing. But I think that a 
very high default rate is enough to trigger close inquiry or scrutiny 
of the institution to see, and I would say that given that data, 
given what else we know, given the kind of mail we get, there is 
very good reason to assume that there are some number of institu- 
tions out there with high default rates that are unscrupulous. 

It is very important to me, if I could just comment on your com- 
ment, that we don't foul the whole enterprise because there are 
some rotten apples in this barrel. It is a hot button. The public is 
concerned about it. 

I remember watching on T,V. some of the exposes that were 
made of nursing-home scandals and the like. There was a tendency 
to give all nursing homes a bad name, which shouldn't be the case 
because there are a lot of nursing homes that are very good. But 
one way to assure that such institutions will have a bad name is to 
avoid the inquiry, not to face up to the facts, and not to engage in 
the kind of scrutiny of institutions that we should engage in. 

Mrs. Roukema. Well, I think it is important that what you have 
indicated here is that the trigger of the examination is not indict- 
ment. 

Mr. Bennett. That's right. 

Mrs. Roukema. I think we should understand that. 
I would like to follow up in a written response to the chairman's 
question on using the Howard University situation as an example. 
Mr. Bennett. Sure. 

Mrs. Roukema. Td like to know in a little more detail how you 
would handle that kind of school where we have numbers of issues 
involved here. 

Mr. Bennett. Sure. 

Mrs. Roukema. We don't have time to go into that today, but I 
want a little more specificity on that because we do not want this 
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to be used as a measure to eliminate schools who are genuinely 
helping and giving access to lower-income and in some cases disad- 
vantaged students. 

I think there is a way we can differentiate, but I don't know 
what that is. I want to know if you have focused on that, and if so 
what your conclusions are. 

Mr. Bennett. It is a long and complicated process. There is due 
process within this process. I will say again flat out that no bona 
fide educational institution that is operating in good faith would be 
terminated. 

Mrs. RouKEMA. All right. I would like a written response, howev- 
er, with specificity. 
Mr. Bennett. Sure. 
[The information pplied follows:] 

Factors in Determining Whether To Initiate Termination Proceedings 

If an institution has a fiscal year default rate of greater than 20 percent, the De- 
partment would consider whether to commence a limitation, suspension, or termina- 
tion proceeding. In doing so, the Department would take into consideration any evi- 
dence the institution presented to the Department, including: 

1. A comprehensive written analysis of the causes of default by its students, and 
the factual basis for each conclusion reached in the analysis. 

2. A written description of all additional steps taken by the institution beyond 
those otherwise required by statute, regulation, or agreement with the Secretary, 
designed to reduce default by its students in the future. 

3 In the c^e of an institution offering a non-baccalaureate undergraduate pro- 
gram designed to prepare students for a particular trade or vocation, a statistical 
analysis showing the following for each program: 

The pass rates of graduates of the program for any licensure or certification 
examination required by the State in which the institution is located. 
The job placement rates for students v/ho graduated from the program. 
The completion rates for students in the program, including a separate calcu- 
lation of the completion rates for students admitted on the basis of "ability to 
benefit . 

If the Department determines that limitation, suspension, termination or other 
^- 1^ j"* '^1^ ■ reduction agreement) is necessary, the institution would be en- 
titled to a hearing before an administrative law judge. The administrative law judge 
would be reauired to adopt the Department's recommended sanction against the in- 
stitution, unless the institution demonstrated that the excessively high default rate 
was due to factors beyond its control (such as severe unemployment in the field for 
which a school prepares its students). 

In the forthcoming Notice of Proposed Rulemaking, the Department will solicit 
comments on circumstances that should be included as factors beyond a school's 
control However, we do not consider the composition of the student body admitted 
by an institution to be an acceptable explanation for a high default rate. 

Mrs. RouKEMA. Now, Mr. Chairman, I don't know how much 
time I have left, but I would like to refer to a letter in the "New 
York Times" of May 17 which was— just coincidentally, I don't 
know this gentleman— but written by a gentleman who is a constit- 
uent of mine. It was in response to the editorial in the ''Times" 
that condemned your approach. 

The point of his letter is that he is a management consultant, 
and m that capacity he has had need to examine the practices of 
banks with respect to the student loan program, and he made some 
startlmg statements here, and I wondered what recommendations 
you have made in your legislation or otherwise to reform the prac- 
tices of the banks. 

For example, how do we deal with the problem Mr. Rodman 
Wilson points out that he was shocjced to learn that first, in order 
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not to appear that discrimination was taking place, 100 percent of 
the loans were approved. I don't know if that is factual— I mean it 
is factual from his experience, I don't know how extensive that is. 

Second, that students do not have to prove that the funds were 
used for education. 

And he goes on indicating that there was no cooperation between 
the schools and the banks with respect to following up and trying 
to collect the loans. I mean, these are serious indictments of the 
management of loans by the banks if true. Are you familiar with 
this letter? 

Mr. Carnes. Yes, I am. 

Mrs. RouKEMA. Well, I would like to have your response as to 
ways in which you think we should be reforming legislation in 
order to deal with these problems, if at all. 

Mr. Carnes. Yes, we should. We have proposals before this com- 
mittee on that. This program is enormously attractive to lending 
institutions because it ensures 100 cents on the dollar. No other 
Federal program does that. And, as a result, there is almost no risk 
on the part of the lending institution in the event that a borrower 
defaults. 

We are proposing that— first off, in 1986 we put in new due dili- 
gence regulations that are more elaborate than what is required of 
banks and other lenders in the efforts that they have to go through 
to collect a loan before they can call us up and ask for the money. 

Secondly, we are recommending that the responsibility for these 
loans be shared more by the lending community. Thib was to be a 
partnership, and right now it is not. It is all Federal 

Mrs. RouKEMA. And by the banks? 

Mr. Carnes. That's correct. 

Mrs. RouKEMA. For the banks. 

Mr. Carnes. We want to 

Mrs. RouKEMA. To what extent? 

Mr. Carnes [continuing]. Increase the risk of the bank instead of 
insuring 100 cents on the dollar, insure 90 cents on the dollar so 
that they have a stake in the collection of those loans. 

We also believe that there should be more communication, as 
you have mentioned in the letter, and we are recommending that 
in the law, as well. 

So we agree with all of those points and will hopefully 

Mr. Coleman. Would the lady yield? 

Mrs. RouKEMA. Yes. I would be happy to yield. 

Mr. Coleman. Mr. Secretary, I asked once informally if you were 
putting together default rates by lending institution, and you said 
you were trying to do that. Do you have that yet? Can you supply 
that to us? 

Mr. Carnes. That is under way, Mr. Coleman, and we are hope- 
ful that we will have something in a few months on that. It cer- 
tainly is an interesting and troubling issue. 

I don't know if you saw a clip recently about a bank in the mid- 
west which is doing tremendous 

Mr. Bennett. Not midwest— Kansas. 

Mr. Carnes. In Kansas. 

Mr. Coleman. I know of that bank and what it is doing out 
there, but it 
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Mr. Carnes. It is going to cost $100 million 

Mr. Coleman [continuing]. Would be helpful to us, because we 
will hear later on today and Thursday about how this whole thing 
is geared towards the institutions, and while there are other play- 
ers involved— and we tried to approach those in my bill 

Mr. Bennett. Right. 

Mr. Coleman [continuing]. But we need to have this information 
as well about*the institutions' default rate. 
Mr. Bennett. Yes, sir. 
Mr. Carnes. Thank you. 

Mrs. RoUKEMA. Thank you. Have you completed your testimony? 
Mr. Carnes. Yes, Ma'am. 

Mr. Bennett. We'll get some more to you, I think. 
Mrs. Roukema. I would appreciate that. 
Mr. Bennett. Some more detail. 
[The information supplied follows:] 

IMPFOVEMENTS IN LOAN MANAGEMENT PRACTICES 

The Department has recently proposed or implemented several changes to the 
Guaranteed Student Loan program that are designed to reduce the loan default rate 
through improvements in the management practices of lenders. 

REQUIRE THAT LENDERS SHARE THE DEFAULT RISK 

Lenders currently receive 100 percent reimbursement on ever> loan made as lung 
as they have complied with program requirements, regardless of the number of de- 
fault claims they may file. They bear no financial risk when borrowers default In 
comparison, lenders making loans under similar loan guarantee programs, such as 
programs operated by the Veterans Administration and Federal Housing Adminis- 
tration, share the risk and a portion of the default losses. One way for lenders to 
share the default risk is to reduce the 100 percent guarantee. For example, lenders 
could receive a maximum guarantee of 90 percent of the loss on a default claim. The 
fact that lenders would share some small portion in this lo^o could serve as an in- 
centive for them to exercise increased diligence in the originating and collecting of 
Guaranteed Student Loans. 

DUE DILIGENCE REQUIREMENTS 

In 1986, the Department implemented through regulation increased lender collec- 
tion "due diligence" requirements, whith also ensure greater default prevention ac- 
tivities For example, lenders are required to contact borrowers who are delinquent 
on their payment within specific time frames for six months before lenders can file 
a default claim with the Federal Government. 

INFORMATION SHARING IMPROVEMENTS 

Difficulty in locating delinquent borrowers is another significant accountability 
problem To make it easier to locate delinquent and defaulting borrowers, the De- 
partment proposes to require schools to obtain, during the exit interview, the bor- 
rower's expected address after graduation, the address of the borrower's closest rela- 
tive, the name of the borrower*s expected employer after graduation, and the bor- 
rower's drivtr's license number. Access to such information would greatly enhance 
collection efforts with little increase in the administrative burden on schools or 
lenders. 

NOTICE OF LOAN TRANSFERS 

A lender that purchases a GSL from another lender would be required to notify 
the borrower, the guarantee agency, and the ovhool that the borrower attended, of 
the acquisition within 30 days of the sale or other transfer of the loan. This would 
better enable all parties involved to keep track of the ownership of the loan, thereby 
eliminating confusion and reducing the potential for inadvertent defaults. 
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STUDENT LOAN DATA SYSTEM 

The Department would require institutions to obtain additional information from 
borrowers that would make it easier to locate those who are delinquent or in de- 
fault, and to share that information with the other entities involved in the student 
loan process. The Department's proposal would require eligible institutions to pro- 
vide complete and accurate information to lenders, guaranty agencies, and the Sec- 
retary regarding the addresses, enrollment status, and employers' addresses of boi^ 
rowers who attended, or are presently attending, that institution. More complete 
and more accurate information would improve the data base used by the Depart- 
ment and the Congress for making budget estimates and analy7Jng policy options, 
and would enhance the National Student Loan Data System. It would also improve 
collection efforts by making it easier to locate borrowers, and would reduce the like- 
lihood of erroneous reporting of loans in default. 

CREDIT CHECKS AND COSIGNER PROPOSALS 

The Department would require that all applicants for loans under the GSL pro- 
gram (including Supplemental Loans for Students, PLUS loans, and Consolidation 
loans) undergo credit checks, and that applicants who, in the judgment of the lender 
(subject to regulatory standards prescribed by the Secretary), have negative credit 
histories shall be required to obtain a credit-worthy co-signer in order to receive the 
loan. Lenders would be authorized to charge applicants up to $25 or the actual cost 
of obtaining the credit report, whichever is less, to defray the cost of the credit 
checks. Students with very little or no credit history, which would be the vast ma- 
jority of applicants, would not be required to have a co-signer, and consequently, 
their access to financial assistance and to postsecondary education, would not be 
limited. This amendment is targeted to only those loan applicants who have already 
demonstrated their lack of credit-worthiness, and would reduce defaults by requir- 
ing that a financially responsible individual, whether it is the student or the stu- 
dent's co-signer, stand behind the student's loan obligation. 

MAKING PUBUC LENDER DEFAULT RATES 

Information abou* the default rates of individual lenders will be available within 
the next month. This will enable the Department to focus on questionable manage- 
ment practices of those lenders with high default rates. 

Mr. Bennett. Thank you. 

Mrs. RouKEMA. Thank you, Mr. Chairman. 

Mr. WiLUAMs. If the gentlelady would yield to me before return- 
ing her time? 

Mrs. RouKEMA. Yes, I would yield to the chairman. 

Mr. WiLUAMs. We are here talking about an important matter 
that eventually will have to be addressed or not addressed by this 
bill, and that is the sharing of risk for the cost of defaults among 
institutions, including lenders, secondary markets, state agencies, 
schools, and perhaps the students and parents, themselves. That 
was not envisioned when this program started. This was to be a 
public program, with the public assuming the risks. 

So we are here involved, then, in a fairly deep philosophical— po- 
litically philosophical— question, and that is: should the public do 
and pay for the public s business, or should we ask the private 
sector to join in? Maybe it is simply a marginal question. Maybe 
they share some and they don^i. Maybe they should share more, or 
perhaps they shouldn't. 

But it is a question for this committee, on behalf of the public, to 
decide. The decision ^ill shape the future of the public policy ques- 
tion with regard to student financial assistance. Is this going to 
remain a public program with the public paying the costs, or are 
we going to slide more and more of the costs to the student, the 
parent, the educational institution, and the lender? That's not the 
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public under the Federal system. The public is the public acting to- 
gether through the Treasury and the public spending policy. 

Mrs. RouKEMA. Mr. Chairman, I would 

Mr. Williams. I yield back to Mrs. Roukema. 

Mrs. Roukema. I think this is an important question, and one 
which will be ongoing, and hopefully we will be able to resolve it in 
an amicable and bipartisan way, and I would like to ask unani- 
mous consent that the full text of Mr. Rodman C. Wilson s letter be 
entered into the record. 

Mr. Williams. Without objection. 

Mrs. Roukema. Thank you. 

[The letter of Mr. Rodman C. Wilson follows:] 
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TUESDAY, MAY 17, J98S 



Letters 



Students in Debt: Society Pays a Price, Too 



"BanksVs.'SchoolsT ' I 

To the Editor: 

You make several points that I be- 
lieve should be rethought First and 
foremost, the responsiblHcy for 
repayment of loans must remain In 
the hands of the borrower and his 
family. This should not be borne by 
the taxpayer or the schools. 

As a management consultant, I was 
asked to study the student loan depart- 
ment of a major bank and learned the 
following about the program ; 

First, in order for it to appear that 
no discrimination took place, 100 per- 
cent of the loan's were approved, 
Nextf the student did* not have to 
prove that the funds wire used for 
education. Thir^l, the current address 
of the student was the only one pro- 
vided, with no l/UlH-fn procedure to 
foOow a student's movements. Stu- 
dents also did not have to provide the 
names or addresses ofihcir families. 
Tbe schools v^ere not asked or re- 
quired to verify the enrollment of a 
student, or the continuance of study. 

Adding to all of this was the proce- 
dure, then in effect, that \ht bank could 
not request repayment of the loan until 
one year after the four*year period 
had passed, and funhemore did not 
seek to locate the student until then. 
During the search, the universities did 
na and would not aid the bank. After a 
specific number of months the loans 
rat to default and the banks then re- 
qucsied payment irom the Govern* 
men! unrf^r j,e guarantee program. 

I was appalled that the banks even 
considered taking on a program of 
this type, but they were forced to by 
the Government and had little to 
worry about when we, the taxpayers, 
^repicklngupthe bilL 



These transactions are simple loans, 
vhich, to keep rales low. can be aided 
by some (Jovcmmenl support, but not 
rmnccd by us. To rale the schools 
based on Harvard versus the "others" 
is not the best way. We must start with 
tbe lenders' ability to identify the bor- 
rower and his roots as well as the uni* 
versity to report on change of audress 
or school status. 

The schools have been guilty of tak- 
icg the money — In a way, under false 
pretenses ~ knowing that they would 
DQt be held responsible for nonpay- 
ment, but refusing to participate in 
the efforts to obtain repayment of 
loans from which they benefited. The 
percentage approach cannot be used 
unless the schools are made partly 
xcsponsibi* for the loans. 

I also t^lieve that the program 
should be somewhat self*perpetuat- 
faig, with v»amings and repayment- 
fands used to cover current loans, 
after a spcdfic cost of processing 
the loans has been deducted. 
The continued escalation of educa- 
tional costs is another symptom of 
the economic and basic weaknesses 
in our nation today. We continue to 
pay more with little or no value re- 
ceived. rodman"C. Wilson 
Saddle River. N.J.. April 30, 1988 
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Mr. WiLUAMS. Mr. Owens. 

Mr. Owens. Just one question, Mr. Chairman, and that is — I 
think it has been referred to, but not discussed in much detail: how 
does this loan program compare with the numerous other loan pro- 
grams of the Federal Government? It appears that you are taking a 
much harder line in inventing the whole new set of standards that 
have not necessarily bton applied before. 

Did you stare out reinventing the wheel? Did you look at the 
record and the^ stance and positions of the Federal Government on 
other loan pro.jrams? 

Mr. Bennkt. Mr. Games may check his folder there. I'll tell you 
the iirjmediute trigger or impulse for me, Mr. Owens, about a year 
ago or mor3 than a year ago, was when I saw the staggering figure 
that something like one third of our student aid budget was going 
to defaulted loans and said we need to do something. 

Do you have comparative figures, Bruce, of our loan program? 

Mr. Carnes. Yes. The default rate in the GSL program is higher 
than the default rate in any of the other Federal loan programs 
that I am aware of, and 

Mr. Bennett. Larger than small business? 

Mr. Owens. That you are aware of? Have you made a study? 
Have you made a comparison? 

Mr. Carnes. Yes. We have surveyed other programs. I'll give you 
an example of those other loans: small business loans, 9 percent de- 
fault rate; FHA, 8.3; commod'iy credit, 8.1; rural development 
loans, 2.4; the guaranteed student loan in 1985 was approaching 13 
percent, and for 1989 it is estimated to approach 14.4 percent. 

Mr. Owens. What is the definition of default? Mr. Coleman, I 
think, alluded to the process that takes place in the case of certain 
government loans where the people who are on the verge of de- 
faulting are allowed to come in and renegotiate. They can stretch 
the loan out, they can consolidate, they do various things in these 
other Federal programs; therefore, they don't end up being defined 
as being in default, they just have a problem and the problem is 
stretched out. In various wavs the government participates in help- 
ing them to resolve the problem. And yet we don't have a similar 
mechanism in the case of the student 

Mr. Carnes. Yes, we do. 

Mr. Owens [continuing]. LfOan program. 

Mr. Carnes. Yes we do. There is a similar mechanism. 

Mr. Owens. Before you label it as default there is a process by 
which they are allowed to consolidate or to stretch out and renego- 
tiate? 

Mr. Carnes. An individual that is unable to meet his payments 
may get a deferment from having to make those payments, and 
thus does not enter default. He does not have to make those pay- 
ments if he can demonstrate he doesn't have the means to do so. 

Mr. Owens. Your default figures don't include deferments? 

Mr. Carnes. No they do not. These are ones that are in default, 
and a default is a loan which has not had any payments made on it 
for 180 days. 

Mr. Owens. No further questions, Mr. Chairman. 

Mr. WiLUAMS. Mr. Armey? 

Mr. Armey. Thank you, Mr. Chairman. 
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Mr. Secretary, it is a pleasure to be here with you today. Let me 
say It IS a particular pleasure for me to have been able to submit, 
by your request, H.R. 4742, which is the Administration's plan for 
resolving this dilemma. 

Mr. Bennett. Thank you for doing that, Mr. Armey. 

Mr. Armey. Well, it is a very well-conceived plan, and I think 
one that frankly hits the naii right on the head. 

Mr. Secretary, I, as you know, taught in universities for 20 years. 
I taught in five separate state universities in four different states, 
and one private college. My experience in each and every one of 
these schools was— incidentally, I may recall as a student in three 
different universities my experience was the same— that universi- 
ties and colleges have what I would call zero tolerance for a stu- 
dent in default. That is to say; In every instimtion, I regularly re- 
ceived notice from the business office saying so and so has not paid 
his fees, do not allow him to go to class until he does do so. 

On many occasions with good students I would go and say, 

Look, the youngster needs some time to work this out. Can't you 
let him continue to go to class while he makes his payment?" More 
often than not the youngster v/as told he couldn't go to class, so I 
let hini come anyway. On one or two occasions I loaned the stu- 
dents the money so they could work it out. 

But I just wanted to relate that experience because yesterday I 
had lunch with a couple of my former colleagues at one of the uni- 
versities— an associate dean and a division chairman— and they 
were very concerned that I was participating in the legislation. 

They were well aware of the fact that in my estimation people 
ought to work their way through school and pay their own way, as 
1 asked mv own children to do, so they were naturally concerned 
that I might exercise what they called '^overkill." 

I assured them they had nothing to be concerned about because I 
was sponsoring the Secretary's legislation. 

But my conversation with these gentlemen 

Mr. Bennett. You felt better when ycu said that? 

Mr. Armey. Yes. They confused me a litfle bit. 

Now, as I read your ability to benefit provision, your treatment 
of that, I ^vas excited. I had seen some of the reports— and let me 
say, to begin with, I happen to not only be a fan of and an active 
supporter of vocational technical education, but by and large I ap- 
preciate the fact that our proprietary schools do this job for us, and 
by and large do it well. 

But the fact is, as you know, there are some unscrupulous insti- 
tutions out there. It is sad. It is unfortunate. But they are out 
there. 

It seemed to me that as you try to redefine the ability to benefit 
principle that you are really trying to find a way to more or less 
assist the educational establishment in defining standards for ad- 
nission, perhaps, but also to protect some of the youngsters from 
the kind of exploitation that you read in your letter. Would you 
comment on that? 

Mr. Bennett. Yes, sir. That is exactly what we are after, to keep 
the unscrupulous— to use that word again — from preying on the 
ignorant and unsuspecting, and in doing so in ways that I think we 
have read all too much and heard too much about. 
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There is another point, of course, about the abihty to benefit pro- 
vision that we recommend: we don't regard a high school diploma or 
its Equivalent GED as a punishment. It shoula be some- 
thing that should be expected before one goes on to another level ot 

education. . , j. 

In the nidst of all this discussion there is a larger discussion 
about the reform of American education and improvements, and 
one of the things that is central to that is trying to do everything 
we can about dropouts, trying to be sure that everybody gets their 
high school diploma. We just put in $25 million in a dropout pro- 

^iThink it cuts right against that to say you shouldn't drop out, 
you shouldn't drop out, you shouldn't drop out; however, if you 
drop out here is a Pell Grant and a GSL if you want it. Wrong n:es- 
sage. 

Mr. Armey. Well, I appreciate it, and that was my point. 
Now, again, going on: I'd say I was frankly flabbergasted at my 
luncheou yesterday because they did raise this point that it was 
not fair to require a high school diploma or its equivalent. 

Now I, being apparently a rather naive person, said that 1 don t 
understand why that bothers you in the university, because it 
seems to me that that would apply primarily for the trade and vo- 
cational schools, not for the four-year colleges or even the two-year 
community colleges. „,,.,. j u„ 

They assured me that that was not the case. This stunned me be- 
cause I, like every other parent, worried myse f sick getting my 
youngsters through high school so that they could have that diplo- 
ma so that they could be enrolled on college on the assumption 
they couldn't be enrolled in college without one. 
But they assured me that that is not the case. , ^ ^, .. . 
Now, the thing-and I know of no such case, but they cited a 
couple of schools in the Texas area as examples of what they said 
were historically black colleges that did not and do not require one. 
Now, I know of no such thing. I have never known of any college or 
university or community college that did not require one. Is there 
such a thing as colleges that do not require a high school equiva- 
lent or a diploma for entrance into college? , *u * *u 

Mr. Bennett. Bruce, correct me if I am wrong. I think that there 
are a number of institutions that say the normal expectation would 
be a high school diploma, but that it's not a categorical bar to ad- 
mission. Is that accurate? „ . ^ i. <• *u i,;^,. 

Mr. Carnes. I think that's fair. Over 95 percent of the kids ad- 
mitted to colleges and universities have.a diploma or its equivalent. 
Mr. BENN.rrr. And what is it in proprietaries? About bU.' 
Mr. Carnes. It's about 80 percent. . , .u * ^ t'^ 

Mr. Armey. With proprietary schools I understood that, and 1 m 
willing to accept some latitude for that, although I do think a high 
school equivalent for proprietary schools is not ijlofical. 

Well, Mr. Secretary, as I see the work product of the admin^tra- 
tion, and as I recognize it as an amendment to the Higher Muca- 
tion Act, I think it is only fair that we allow a requirement that 
youngsters have a high school diploma or their equivalent. 1 think 
It is a very good piece of legislation that you are proposing, and 1 
will not only support it, but most enthusiastically will support it. 
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reJiiaSiS " ^ /hocking two days to fi„d these 

Thank you. 

Mr. BENNErr. Thank you, Mr. Armey. 
Ar^pwl"'^^"'- Mr. Secretary, you had said, in response to Mr 
Armey that we ought to go after the unscrupulous who are nrev 

S"of thr; ^' P^°P° and The latit'pr^ 

posal of this com.nittee does that. We eo after thpm in ^ieL^I^ 

ways and we trigger them off of eligibili^ for fmanSaU^^^^^^ 

ferent ways but everyone should be clear that 4 bo h go after 

them, and I believe we both go after them effectively ^ 

Mr. Secretary and Mr. Games, we very much appreciate vour 

Mr. Williams. Speaking of patience, our three Members of C^r 

SfaluSl t?e 17 'f'''^ I' '^^^r them to join us S^ey 
ml vS u ^ ^f^.^"^^ Congressman Jontz, Congress- 

man Visclosky-and if Congressman Penny has been able to 
remain with us, we ask him to join us as well 

bel^rhereMTasr^?^^^^^^^^^^ ^^'^^^^ ^ ^^^--^^ 

STATEMENT OF HON. JIM JONTZ, A U.S. REPRESENTATIVE FROM 
THE STATE OF INDIANA 

subJLtftteP^^n^ yo."' Chairman Williams and members of the 

It^S^^^tS'''^'' ^pp^^"'^^*^^ ^''^y ''^-y - this 

enSfe thf 'vraS/of ''""^'^f^^^' Mr. Chairman, would help 
D?otert !hl ^ f guaranteed student loan program and 

protect the continued access of students to GSL's while reducing 
the^amount of money the Federal Government payfon defau5tef 

wJrkTnl^s^^^^^ j^^^Srir- y-^ 

pSm otG^f'^^Tt ^'"'^'y' it is tfme ttauie 

Kr^^^^^^^ debated, and 

SaTon 5;«r ^'^^ ^rt^iX!^ 
.."^li^F.^ are other criteria that should be used when asspssinp fho 
TtudeK^^^^^^^^ ?SSL's, su/S'lh?p'o1ul£ 

employment.^^ ' "''^ graduates who 
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Just because an institution has a high default rate does not nec- 
essarily mean that the school is not providing quality education or 
that it is not effectively serving the students, or that the school 
should be punished. 

Many of the borrowers who are most likely to default are also 
the people who stand to benefit the most from an opportunity to 
get an education and a job. 

In addition, a limitation, suspension, or termination of the school 
based on default rates alone, is also a mistake if our objective is to 
decrease the amount of money that is in default. For example, ac- 
cording to Department of Education data, the Indiana State Beauty 
College has only $65,000 in actual defaulted loans, but could lose 
access to GSL's under the Secretary's proposal because the school 
has a default rate of 25 percent. By contrast. Harvard University 
has a 5-percent default rate, but the actual dollar amount in de- 
fault is $4.1 million— over 62 times the amount owed at the Indi- 
ana School. 

Mr. Chairman, I believe your bill goes a long way toward making 
sure that the GSL program stays healthy by providing constructive 
remedies to prevent future defaults and not just punitive actions. 
The forward-looking approach in your bill is the best and most eq- 
uitable way of dealing with the GSL default problem because it 
shares the responsibilities with the problem among all parties in- 
volved—students, lenders, guarantee agencies, and the Department 
of Education, as well as schools. 

Last January I introduced a bill, H.R. 3878, that is similar in 
several respects to your bill and to the other bills that have been 
introduced on this subject. One of the goals of both my bill and 
your bill, Mr. Chairman, is to conclusively define default rates and 
set a standard rate that all parties can work together to achieve. 
This is certainly a necessary provision in order to give us a consist- 
ent foundation to work from. 

There are several other provisions, Mr. Chairman, in your bill 
which will also move us in the right direction. H.R. 4798 prohibits 
any LS&T actions that are based solely on the default rate of the 
institution. I have discussed the reasons why this provision is so 
important. 

H.R. 4798 gets institutions more involved in the process to help 
reduce defaults. Institutions and lenders would be required to ex- 
change update information to facilitate the collections of loans. 
H.R. 4798 also has a provision that would authorize institutions to 
withhold academic transcripts of defaulters with a waiver of this 
provision of withholding the transcripts, which would keep the bor- 
rower from getting a job that would allow him or her to repay the 
loan. This provision gives the institutions some very impo.cant le- 
verage in the process. 

H.R. 4798 requires the collection and pooling of data and distri- 
bution of this information to the parties involved. It requires lend- 
ers to report delinquent loans to the credit bureaus in a timely 
manner. 

Also the lender must notify the borrower of the correct phone 
number and address of the holder of the loan so that the borrower 
can obtain information regarding loan repayment. 
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H.R. 4798 provides that lending agencies may not release 
the funds for a first-year borrower until the student has completed 
a requisite amount of his studies. The provision in your bill, Mr. 
Chairman, is for 30 days. My own bill has a 14-day requirement. 

I do think tl:-*t there may be circumstances which argue for a 
shorter length uf time, but some period of delay in disbursement 
can help to ensure that the student is actually at the school. 

Mr. Chairman, your bill would also require institutions to con- 
duct an entrance interview with each first-time borrower before 
the borrower receives any funds. This interview gives the institu- 
tion and the student the opportunity to share specific provisions 
and responsibilities of the loan agreement. The student can be 
counselled on the terms and conditions of the loan and the conse- 
quence of default. This is an important step in clearing up miscon- 
ceptions first-time borrowers might have about lending practices 
and their responsibilities. 

Many first-time borrowers — especially high-risk borrowers— have 
no previous experience with the loan, and certainly this provision 
will help. 

Finally, Mr. Chairman, your bill includes the default reduction 
agreement concept. It would require both entrance and exit inter- 
views of students, allowing the review of data and the collection ( ? 
the most current information. 

The institution would also establish and maintain contact with 
students during the grace period. This communication between in- 
stitution and student will also improve the collection process. 

Let me now turn very briefly to one area which has not been 
fully addressed by any of the proposed bills, and that is the poten- 
tial for legal problems associated with the institution's role in col- 
lections. 

While most of the bills that have been proposed, as well as Secre- 
tary Bennett's proposals, focus on the default rates of institutions 
and in many cases call for increased activity by institutions, no 
consideration is given to the legal status of the institutions in the 
collection process. 

I am not urging institutions to become collection agencies, but I 
am concerned that we do not directly, or by implication, force insti- 
tutions to undertake actions which will place them in jeopardy 
with respect to other state and Federal statutes. 

The attorney general's office in Illinois, for example, has recently 
issued an opinion that a third party cannot contact the borrower 
about a loan until it is due for repa3rment, even if that contact is 
only in the form of counselling. 

Furthermore, most collection laws— including the Federal Fair 
Debt Collection Practices Act — prohibit anyone other than a party 
to a loan or registered collection agency from contacting the bor- 
rower about loan repayment. 

As a step in addressing the default problem, it may be necessary 
to analyze the statutes other than those in the education area 
which govern collection of GSL's and what constraints those laws 
place on an institution's role. 

Mr> Chairman, as more and more students have been driven to 
take out loans due to the limitations on other forms of student aid. 
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the actual amount of dollars in default under the GSL program has 
reached an all-time high. 

This is a problem that must be dealt with, yst we should not take 
a punitive approach that would act to obstruct access by students 
to the GSL program. 

The construct} ^^e reforms incorporated in your bill, H.R. 4798, are 
the correct way to address this problem. We should be increasing 
access to all kinds of education, not decreasing it. We should be de- 
veloping constructive approaches to dealing with educational prob- 
lems, not punitive ones. 

Thank you, again, for the opportunity for me to testify today. I 
sincerely appreciate the time and courtesy that you have extended 
to me, and I want you to know that I am willing to do all that I 
can to work with members of the subcommittee to move this legis- 
lation forward. 

Mr. WiLUAMS. Well thank you, Jim. I appreciate the care with 
which you have considered this issue, and I appreciate the time we 
visited about it together. 

[The prepared statement of Hon. Jim Jontz follows:] 
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June 14, 1988 

Chaira»n Williass and neabars of the Subcosraittee, thank you for 
the opportunity to testify today on this very iaportant and nuch- 



needed legislation. This aeasure would help ensure the future 
equity of the Guaranteed student Loan (GSL) prograa and protect the 
continued access to GSLs for future students, while reducing the 
anount of aoney the federal govemaent pays on defaulted loans. I 
would like to thank the Chairaan and his staff for their work on 
this xaatter. 



I would also like to cosaend Secretary of Education Bennett for 
bringing the problen of GSL default rates to the public's attention. 
Many of ay colleagues, and I, have disagreed with the Secretary, but 



41 

Page 2 

to his credit^ he has called attention to the importance of 
decreasing government expenditures for GSL defaults. It is tine 
that this :?roblea be h;:ought out in the open for honest and thorough 
discussion. 

Where I would disagree with the Secretary is that we should not 
base the limitation, suspension, or termination (LS&T) of any 
ffchool's participation in the GSL program solely on default rates. 
There are other criteria that oust be used when assessing the 
eligibility of schools to have access to GSLs, such as the 
population served by the school, and the number of graduates who 
attain employment. Just becauss an institution has a high default 
rate does not necessarily indicate that the school is not providing 
quality education, or is ineffectively serving students, or that the 
school should receive punitive action. This also does not 
necessarily make the most sense if a primary aim is to decrease the 
amount of money that is lost through defaults. Many people who fit 
into the class^J category of a "defaulter" are also the people who 
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stand to benefit nost fron an opportunity to get an education, get a 
jobf get off of govemnent assistance, emd begin to pay taxes. 

Furtheraore, If we are serious about reducing the dollar anotint of 
loans In default, lot's not base our solution only on percentages . 
Lot ae glvo you an exanple of the fallacy of this approach. 
According to the Dopartaent of Education's own data, the Indiana 
State Beauty College, which has a 25% default rate, but only $65,000 
in actual defaulted dollars could lose access to GSLs under the 
Secretary's proposal, based on percentages. By contrast, Harvard 
University has a 5% default rate, but the actual dollar amount in 

default iu $4.1 nillion over 62 tines the amount owed at the 

Indiana school! This demonstrates a flaw in the Secretary's proposal 
based on percentages as opposed to the actual dollars in default. 

I believe that the Chairman's bill takes a very judicious 
approach and goes a long way toward making sure that the GSL 
program stays healthy and viable by providing constructive 
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reaedies to prevent future defaults and not just punitive 
actions. This thoughtful and forward-looking approach is the best 
and nost equitable way of dealing with the GSL default problem 
because it shares the responsibilities among the parties involved — 
students, lenders, guarantee agencies, and the Department of 
Education. 

As you know, in January, I introduced legislation, H.R. 3878, 
that has similarities to this bill and other bills introduced in 
the Congress, one of the major goals of both my bill and the 
Chairman's is to conclusively define default rates and set a 
standard rate that all parties involved can work together tt 
achieve. This is certainly a necessary, and long overlooked, 
provision that will give us a consistent foundation to work from. 

There are several provisions of the chairman's bill which will 
move us in the right direction and 1 would like to discuss them. 

1) It prohibits any LS&T actions that are based solely on the 
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default rate of the institution. For the reasons I have stated, 



2) Getting institutions moi involved in the process will help 
reduce these defaults. For example, in my bill, institutions and 
lenders would be required to exchange additional and updated 
information to facilitate the collections of loans. But under the 
Secretary's proposal, the schools are negatively affected by 
conditions over which they have very little control. I am pleased 
to see that this bill has a provision that would authorize 
institutions to withhold academic transcripts of defaulters. This 
provision gives the institution some leverage in the process. The 
institution would be able to waive this provision if withholding the 
transcripts would keep the borrower from getting a job that would 
allow him or her to repay the loan. 

3) The bill requires the collection, pooling and sharing of data 
and distributing this information to the parties involved. 



this is not the most thoughtful approach to addressing the problem. 
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It requires lenders to report delinquent loans to credit bureaus 
in a timely Banner, Also, the lender nust notify the borrower of 
the correct phone number and address of the holder of the loan so 
that they can obtain information regarding loan repayment. 
I hope that one of the hal3 narks of this bill will be that we 
will finally bo able to collect good, reliable and current 
information. We should not take any action based on outdated or 
incomplete information. This will help to avoid unjust actions 
taken against institutions due to faulty information or 
unnecessary and time-consuming actions by the Education 
Department or collection agencies. 

4) Lending agencies may not release the funds for a first year 
student until that student has completed a requisite amount of 
his studies. The provision in the Chairman's bill is for 30 
days, and is 14 dayo in my bill. I do think that there may be 
circumstances which may require a ahorter length of time. 
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5) The bill would require institutions to conduct an entrance 
interview with each first tise borrower before the borrower 



receives any funds. This interview gives the insti'cutions and 
students th<% opportunity to shara specific provisions and 
responsibilities of the lonn agreement. The student is 
counselled on the teras and conditions of the loan and the 
consequences of default. This is an important step in clearing 
up any nisconceptions that first-tine borrowe^rs night have about 
lending practices and help educate then to tlieir exact 
responsibilities. Many first time borrowers, especially high 
risk borrowers, have no previous experience with a loan. 
Certainly this provision will help. 

6) The default reduction agreenent concept in the Chaiman's 
bill will bo helpful. It would require both entrance and exit 
interviews of students, allowing the review of data and the 
collection of the nost current inforaation. The institution 
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would also establish and aaintain contact with students during 
tho grace period. This open coaiaunication between institution 
?.nd student will surely ioprovo the collection process. 

One area which has not been fully addressed by any of the proposed 
bills, is the problen that a-ises with the institutions role in 
collections. While nost of tho bills that have been proposed, as 
well as secretary Bennett's proposals, center around institutions 
default rates and in aany cases call for increased activity by 
institutions, no consideration is given to the legal status of 
institutions in the collection process, i an not urging 
institutions to become collection agencies, but I aa concerned that 
we do not directly, or by inplication, force institutions to undertake 
actions which will place then in jeopardy with respect to other 
state and federal statutes. 

Let me offer this exaople. The Attorney General ^s office in the 
State of Illinois has recently given an opinion that a third 
party cannot contact a borrower about a loan until it is due for 
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repaynont, ovon If that contact Is only In tho torn, of 
counseling. Furthoraoro, Bost colloctlon lavs, including the 
federal Fair Debt Colli 'Sct ion Practices Act, prohibit anyone other 
than a party to a loan or a registered collection agency fron 
contacting the borrower about loan repaynent. It is therefore 
crucial that we exercise caution in our reciuirenents for 
institutional participation in default initiatives. As a step in 
addressing the default problen, it nay be necessary to analyze 
what statutes, other than education statutes, control collection of 
the GSLs and what constraints they place on an institutions role. 

Mr. Chairsan, while the percentages of students defaulting on 
GSLs have risen only slightly, as xsore and nore students are 
driven to take out loans due to the linitations on other forms of 
student aid, the actua? anount of dollars in default has reached 
an all-ti&e high. This is clearly a probleo that Bust be dealt 
with, yet we should not create punitive provisions that would Act 
as obstructions to future students. 
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The constructAvo refonas incorporated within this bill are a 
creative approach needed to revive and rejuvenate this necessary 
program. New technologies and the increasing denands of 
tomorrow's workplace will challenge us to have the best educated 
workers we possibly can if we are to conpete in the increasingly 
competitive global market, 

We should be increasing access to all kinds of oducationi not 
decreasing it. And we should be developing constructive approaches 
to dealing with educational problemsi not punitive ones. Your bill 
does this. 

Thank you again for the opportunity to testify. I sincerely 
appreciate the time and courtesy that you have extended to me 
and want you to know that I am willing to do all that I can to 
work with the members of the Subcommittee to move this 
legislation forward. 

Thank you. 
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Mr. WiLUAMS. Congressman Penny. 

STATEMENT OF HON. TIMOTHY J. PENNY, A U.S. 
REPRESlilNTATIVE FROM THE STATE OF MINNESOTA 
Mr. Penny. Thank you, Mr. Chairman. 

Mr. Chairman, I, too, want to commend you for your leadership 
on this default issue. 

Last week we passed a bill in the House— Mr. Coleman's bill, 
H.R. 4639— which addressed abuses in the supplemental loan for 
students program, and the hearing today will allow us to pursue 
additional legislation to deal with this very pressing problem. 

It is distressing for all of us to see in this year's budget $1.6 bil- 
lion being spent to handle student loan defaults. That is money 
that could have and should have been spent to help other low- and 
middle-income families or students receive educational assistance. 

So it is clear that we must do more than we have done to address 
this issue. 

Like others who will testify today, I don't share the view that 
Secretary Bennett's solution is the right approach. My fear is that 
by penalizing the institutions for past students' inability or unwill- 
ingnesi^ to pay on their loans we are really going to be exacting a 
price from the current population of students. So you're really not 
de.aling with the culprits here; you're taking it out on some inno- 
cent victims, and I don't think any of us wants to do that. 

The approach that is taken in your legislation addresses many of 
the issues in the proper fashion, and I urge you to continue to 
move forward with the bill and incorporate other suggestions that 
may be made during the hearing process. 

I have one suggestion that I would like considered. I introduced 
legislation, H.R. 2879, to restore the ability of post-secondary 
schools to lend money to thoir students under the guaranteed stu- 
dent loan program. There are a number of schools that are inter- 
ested in doing this. We had the eligibility for schools to provide 
those loans in the past, and as you know, many institutions contin- 
ue to provide national direct student loans to their enroUees. So 
schools are definitely capable of handling this kind of responsibil- 
ity. 

This would serve a couple of purposes. First of all, I think it 
would increase access to student loans for many students across 
America. Secondly, it would help us to better coordinate the finan- 
cial aid package for students because we could do it all on the 
campus and they could then be more responsible for the kinds of 
loans that are being made. 

I think that it could help us in terms of the default question be- 
cause there would be the responsibility at the campus level for all 
of the financial aid decisions, and that should, I think, screen out 
some of the problems that may result when multiple lenders are 
involved and students get over-burdened with repayments that 
they just can't make. 

So I think it does help us deal with that issue, and I would urge 
your consideration. 
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^ The legislation I've introduced does have the support of the Na- 
tional Association of Student Financial Aid Administrators. It has 
been endorsed by the American Council on Education. 

I have a longer testimony that I will submit for the record, and 
three or four letters of recommendation for this bill that Fd also 
like to be included in the record. 

Mr. WiixiAMS. Without objection, Tim, your statement and that 
of all of the witnesses today will be included in the record. We 
thank you for your help and for the thought which you have put in 
the legislation which you developed. 

[The prepared statement of Hon. Timothy J. Penny follows:] 
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STATEMENT OF CONGRESSMAN TIMOTHY J. PENNY 
BEFORE THE POSTSECONDARY EDUCATION SUBCOMMITTEE 
JUNE 14, 1988 



Chairman Williams, members of the Subcommittee^ I appreciate the 
opportunity to appear today to discuss my views on pending legislation to 
reduce the student loan default problem. 

Mr. Chairman, you are to be commended for holding these hearings and 
for drafting legislation to stem the rising tide of student loan defaults. 
It is gratifying to me that all members on the coczaittee will work 
together to address this issue. A first step of*curred last week when the 
House overwhelmingly passed Congressman Tom Coleman's bill, H.R. 4639, to 
prevent abuses in the Supplemental Loans for Students (SLS) program. Mr. 
Coleman's legislation, drafted with your assistance Mr. Chairman and with 
the advice and support of many members of the subcommittee, was an 
affirmative step that should keep an important student loan program from 
developing a serious default problem. Let me add my personal 
congratulations to you, Mr. Chairman, for your expeditious handling of 
H.R. 4639. 

These hearings are a second step. It is clear to all of us here 
tcd.iy th«t the iszscnsc growth £r. IcGn defaults thrc«tcr.s the very 
viability of the Federal student loan program. In this Fiscal Year, ^^38, 
the Federal Government will expend nearly $1.6 billion paying off 
defaulted student loans — a 23 percent increase over FY 1987 and the single 
largest expenditure in the Guaranteed Student Loan budget. 

Mr. Chairman, I am sure you agree that it is a waste of tax dollars 
for the federal government to be paying for so many college 
educations — and several years after graduation at that. What is even more 
upsetting is that this drain on the fuderal Treasury comes at the expense 
of students now in school and those in need of additional Federal student 
financial aid. The $1.6 billion student loan default bill this year could 
help finance GSLs and Pell Grants for hundreds of thousands of current and 
prospective students. In my office files, I have letters from students 
who wrote to tell me they were not eligible for Federal loans and grants, 
and I can't help but think that many of these deserving kids of middle and 
lower income families could have qualified for grants and loans if only 
the Federal government wasn't paying old student loan debts. 



SECRETARY BENNETT'S PROPOSED REGULATIONS 



Mr. Chairman and Colleagues, while I hope the Postsecondary Education 
Subcommittee will move legislation this session of Congress to alleviate 
the default problem, I am opposed to Secretary of Education William 
Bennett's proposal to deny eligibility for student financial assistance to 
schools with high student loan default rates. 
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Mr. Bennett's proposal would adversely effect poor students and 
others inost in need of student aid. It is not an overstatement to say 
that several schools around the country which serve poor and minority 
students would be forced to close their doors if these regulations were in 
effect. Beyond that, however, let me illustrate the effect these rules 
would have on a small school, like many in my rural Southeastern Minnesota 
district. If a school approved just five (5) GSLs in one academic year 
and three of those five loans were later declared in default, under 
Secretary Bennett's rules, that school would be foreclosed to the federal 
student aid program in the future. 

A policy that singles out students or institutions for punishment is 
shortsighted in that it would clearly discriminate against educational 
institutiCils that serve ^ 3or and at risk students. As the data clearly 
indicates, defaults are related to income level. According to recent 
figures, 41.5 percent of defaults occur among students with adjusted gross 
incomes of less than $6,000 per year, and a total of ninety percent of 
student loan defaults occur among students with less than $18,000 total 
adjusted income. 

Fundamentally, we must continue to provide student financial 
assistance as a way to insure access to higher education for all 
Americans. In that spirit, I hope this Subcommittee will reject Secretary 
Bennett's proposed regulations which would result in the denial of student 
aid benefits to many poor students and their families. 

H;>v;n» said thst, it is also true that a number or educational 
institutions have a very serious student loan default problem. In my 
view, Mr. Chairman, we should be willing to penalize schools with a long 
history of problems, but agaii* we must be sensitive to the very real fact 
that too often the only people affected by regulatory or statutory changes 
in the federal student aid programs are needy students and their families. 
In addition, as these hearings are likely to bring out, the Department of 
Education has been very slow to investigate and act on individual 
complaints. Default legislation should examine current Department policy 
guidelines on student loan defaults. 



INSTITUTIONAL ELIGIBILITY FOR THE GSL PROGRAMS 



A year ago, I introduced legislation (H.R. 2879) to restore the 
ability of postsecondary schools to lend money to their stude .s under the 
Guaranteed Student Loan (GSL) Program. Today, H.R. 2879 has over 30 
cosponsors — including many members of this Subcotaaittee — and has won 
endorsement from several educational organizations and schools. 

By way of background, let me provide the Subcommittee some historical 
perspective on this issue. During consideration of the Guaranteed Student 
Loan Amendments of 1976, concern was raised from many quarters regarding 
the making of student loans by unregulated lenders, including some 150 
schools.^ During the debate, it was charged that schools should not be in 
the banking business, and that what was then considered a GSL default 
problem could in part be attributed to schools acting as lenders. 





54 



As a resulc of the 1976 amendments, schools are limited to borrowing 
to no more than 50 percent of their undergraduates and only in those cases 
where a private lender to whom the student has applied has refused the 
application. While there are no restrictions on lending to graduate 
students, the restrictions on undergraduate lending have made it very 
difficult for schools to maintain lending programs. 

The 1986 reauthorization of the Higher Education Act lifted these 
restrictions. Upon the adoption of the Conference Report in 1986, many 
schools moved quickly to establish loan programs. Marquette University in 
Milwaukee y for example, began discussions in the Fall of 1986 with a bank 
in the hope of establishing a line of credit that would allow the 
University to capitalize a GSL lending program. Private universities and 
colleges all across the country begi*.n examining the feasibility of 
creating lending programs. I also understand that many public schools 
were examining options. 

Many of the schools that declared an interest in establishing a 
lending process were only concerned with serving students. Many schools, 
including Marquette , intended that any profits from a GSL lending program 
would be invested in the school itself, in upgrading facilities, in buying 
books and equipment and in providing institutional grant*'in-aid to needy 



Unfortunately, just as many schools were investigating the potential 
of a GSL lending program, a technical amendments bill was agreed to in 
mid-1987 that restored the earlier restrictions. The same arguments that 
were made in 1976 resurfaced in 1987. Schools should be in the education 
business, not the lending business, these critics charged. Mr. Chairman 
and Colleagues, as you might guess, most of the criticism of the 1986 
amendments came from private lenders who fear that some of their business 
will be taken away by school-^lenders. 

I am not here today to criticize private lenders. In fact, it was a 
large banking system that first brought this matter to my attention. I am 
here today to propose that the restrictions on institutional lending again 
be removed and that school be permitted to lend to their students. Two 
very sound policy arguments can be made in favor of this change. 

First, for thirty years, schools have been lenders in the Perkins 
Loan Program (the old Hational Direct Student Loan program) and have 
proven time^and'-again. their willingness to provide needed funds to their 
students through institutionally-based loan programs. U.R. 2879 neither 
gives schools special preferences or require schools to be GSL lenders. 
What I propose in H.R. 2879 is a free market in student loans; a system in 
which the student selects his or her lender, be it his or her school or 
bank. 

Second, and perhaps more relevant to the issue before the 
Subcommittee today, removing the current obstacles to institutional 
eligibility will primarily benefit students. A student applicant would 
communicate directly with his or her school regarding all aspects of their 
student financial aid, and not have to wait for the processing of a GSL 
check through a financial institution. This result would simplify the 
student loan process. 



students. 
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Many organizations , including the National Association of Student 
Financial Aid Administrators, support H.R. 2879 because they feel that 
schools are in a better position to counsel students on debt burden and to 
do the follow through that many private lenders cannot or refuse to do in 
insisting students as they must begin repayment* 

As Dallas Martin, President of HASFAA, put it in a letter to me: 

"it also appears that the advantages of allowing 
institutions to be direct lenders in the program are that 
the schools are often the ones in the best position to know 
what the student's need for the loan is, and are the 
individuals closest to the student to do the kind of good, 
loan counseling I think we all believe in*" 

In this context let be address the criticism that schools should not 
be in the lending business* Schools should not become lending 
institutions, and it is very unlikely that the passage of H*R* 2879 would 
force schools to alter their educational mission* The fact is that 
financing and assisting students in financing their educations is an 
important objective of any postsecondary institution* If a program of 
lending in the GSL program complements other on*-going institutional loan 
and grant programs, then it seems very reasonable to me to allow a school 
to be a GSL lender* 

The default problem is of serious concern to many members of 
Congress* I believe that thoughtful consideration should be given to the 
many task form reports and recommendations before the Subcommittee* I 
would also hope that H*R* 2879 could be considered as a default reduction 
method* Mr* Chairman and Colleagues for too long institutions of higher 
education have been blamed for the default problem facing the GSL program 
without much consideration for the fact that for the most part schools do 
not make student loans* H*R* 2879 would authorize schools to become a 
more integral component of the GSL process and in the long term that 
happening would assist in the reduction of the GSL default level* Ic is 
a challenge that many schools look forward to* 

Thank you for this opportunity to discuss my view on the student 
loan program default crisis and to offer oy prescriptions, Mr* Chairman* 
I stand ready to assist you and the other members of the Subcommittee in 
processing legislation to correct this problem* Thank you very nmch* 
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nasfaa 



NATIONAL ASS0CIA7K>N OF STUDENT RNANCIAL AID ADMINISTRATORS 



1776 Massachusetts Avenue. N W . Swte lOO. Washington. D C 20036 

Phone (202) 785-0453 
KotSne (202) 785-0451 



July 20, 1987 



The Honorable Timothy J, Penny 
U.S. House of Representatives 
Hashlngton* O.C. 



Dear Congressman Penny: 

Thank you very much for providing the National Association of Student Financial 
Aid Adalnistrators with a copy of your bill, H.R. 2879, which would restore the 
ability of postsecondary schools to rnake Guaranteed Student Loans to their 
students. 

As you know, KASFAA has always believed that Institutions should be allowed to be 
lenders under the Guaranteed Student Loan program. As such, we have opposed the 
restrictions that are currently in the law which lioit an institution's lending 
ability. While I ynd^rstaid the various pcs^tlcns. it sccsc tc sc th^t ycuT 
ceasure certainly goes a long way in resolving the primary concern between the 
lending community and the institutions. In serving as a compromise that should 
satisfy both parties. It also appears that the advantages of allowing 
institutions to be direct lenders in the program are that the schools are often 
the ones in the best position to know what the student's need for the loan is, 
and are the individuals closest to the student to do the kind of good, loan 
counseling I think we all believe in. 

Therefore, it seems to me that your measure addresses this while at the same time 
ensuring that institutions cannot routinely make a loan, and then immediately 
sell it to a secondary loan market. This would clearly give some institutions an 
advantage over other commercial lenders, t coaaend you for your leadership in 
this area, and can assure you that our members can support the provisions 
included in H.R. 2879. 

Thank you again for your assistance in this matter, and if we can be of further 
help to you, please let me know. 




ADH/rct 
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AMERtCAN COUNa ON EDUCAIKM 



Septeobei: 14, 1987 



The Bonorable Tim Penny 

U. S. Bouse of Representatives 

Washington, DC 20515 

Dear Representative Penny: 

On behalf of the undersigned associations, Z write concerning 
HR 2879, your bill to pecnit institutions of higher education to make 
loans under the Guaranteed Student Loan Program. 

We believe that it would be appropriate to eliminate restrictions 
on institutions originating GSLs to undergraduate students. Students 
and the loan processing system in general would benefit from having 
multiple sources of lending. In institutions which meet qua4.if ications 
relating to administrative capacity, financial aid officers would be 
able to minimize student debt burden and avoid nonessential Sorrowing. 
In addition, students would have the convenience of one source for 
counselling, financial aid packaging, and loan origination. 

A recent study by the National Association of College and 
University Business Officers indicates that interest rates on 
institutional loans are generally below market rates; we believe that 
institutions would utilize any federal funds in excess of 
GdwinistLocive coses tor grants and loans to needy students. 

We recommend that institutions should be able to originate and 
sell loans under the sane terms as commercial lenders. 

We would be pleased to respond to any questions about this issue. 



This letter if% spnt on behalf of: 

American Association of Community and Junior Colleges 
American Association of State Colleges and Universities 
American Council on Education 
Association of American Universities 
Association of Catholic Colleges and Universities 
Association of Jesuit Colleges and Universities 
Council of Independent Colleges 

National Association for Equal Opportunity in Higher Education 

National Association of College and University Business officers 

National Association of Independent Colleges and Universities 

National Association of Schools and Colleges of the United Nethodist Church 

National Association of State Universities and Land-Grant Colleges 

National Association of Student Financial Aid Administrators 



Sincerely, 



Charles B. Saunders, Jr. 
Senior Vice President 




OoeDupoorGfde.Voshiograx DC 20036-1193 (202)939-9355 
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Saint Mary^ College 



WJnooA. M<nneso» 55987 
507-452-4430 



August 11, 1987 



Tlsothy J. Penny 

Congress of the United States 

Bouse of Representatives 

436 Cannon Uoiise Office Building 

Washington, D.C. 20515 



Dear Congressaan Penny: 

Thank you for your letter of August 5 concerning H.R, 2879, 1 appreciate 
your Infonaatlon and have listed below oy coanents on this legislation. 

I aa in agreeaent with your position that schools should be allowed to 
develop institutional loan prograos. My only concern would be that 
schools would lend aoney to students and then sell the loan to an 
outside agency, which could possibly lead to confusion for the borrower 
vhtn it coses to repayzaent* 

By insuring that a school is required to "hold" loans until the beginning 
of the repayiacnt period, it is core likely the entire loan portfolio for 
any given student would be sold or assigned. This taamn th*- ntudonf unt^.A 
cake one paynent to one lender - not several paysents to different lenders. 

As an exa=ple - when vy husoand was in school he secured two loans (GSL's) 
through the Minnesota State Student Loan Progran, One was sold to Sallie 
Mae, the other was not. This ceant he would have had to pay two Blnioua 
Bonthly payncnts - one to each lender, had he not requested a consolidation 
of the two. The consolidation process was fairly siople, but l*n not sure 
he would have been aware of his options had 1 not suggested then to hla. 

1 think your legislation will safeguard students against the possibility of 
having several "lenders" In the sa«ae prosraa, and slx^plify the repaynent 
process for then in the future. It will also assure schools the ability 
to develop loan prograns as an alternative financing option. 

Please feel free to contact ce if you have any questions. 

Sincerely, 




Christine HeitingyJ 
Director of Financial Aid 
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The Honorable tTiaothy J, Penny 
Kenber of Congress 
HOMse of Bopresentatives 
Washington, D.C. 20515 



Dear Kr. Penny, 

Thank you for your recent phone call in response to tty re<iuost 
for further inforssation and clarification of the legislation, h.R. 2b79, 
that you have introduced. We have heard tron xany legislators on the isstie 
of student loan defaults in response to our expressed concern* We connend 
you for your initiative. Wo are convinced tnat students will benefit by 
the passage of your bill* 

It is iny view, and the view of nany students leaders, that loans 
to students axe a key neans of access to higher education for a large 
nusiber of students. support effective loan progracs and efforts to iaprovo 
the service they provide. 

I an convinced by your argunent that the GSL progran can be inproved by 
allowing schools to lend directly to students, rather than exclusively to 
banks. I have spoken of your bill with other aeabers of the Minnesota 
Cowmnity College Student Association Executive Board, as well as with 
other student leaders recently, where it has.'fourid favor. 

Clearly, certain points will need to be dealt with at sose point. 
These will include initial funding sources for lending by schools, coverage 
for adninistrative costs and exaaination of the kinds of initiatives that 
exist for collections. 

Again, we wish to thank you for your leadership in higher education 
issues. Your prompt and thorough response to our q^ucstion and concerns 
is certainly appreciated. 



Cordially, 



Cindy/Hanson, nursing student 
Minneapolis Coanunity College 
Minnesota Con^ninity College Student Association 
Legislative Director 





MCC^ 6ludcnl Asaocialion 

314 Unrv«ruy Av«nu« Wtst • SI. PaU. MN 55103 

Cindy Hanson 
Legislative Director 



Minncaola Community College 
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Mr. Williams. Congressman Visclosky. 

STATEMENT OF HON. PETER J. VISCLOSKY, A U.S. 
PEPRESENTATIVE FROM THE STATE OF INDIANA 

Mr. Visclosky. Mr. Chairman, thank you very much. I would 
also like to thank you and the members of the committee for the 
courtesy you have shown me today by allowing me to testify, and I 
would ask that my statement be submitted for the record. 

Mr. Williams. Your prepared statement will be inserted in the 
record immediately following your oral presentation. 

Mr. Visclosky. Mr. Chairman, Fd like to touch upon three 
points, reallv, and the first alludes to the rhetorical comment you 
made at the conclusion of Secretary Bennett's testimony, and that 
is whether or not we should have some shifting of the responsibil- 
ity to the private institutions involved. 

I guess my response to that question would be: yes, if they, in 
fact, profit from the program. Obviously care has to be exercised. I 
think that any change has to be prospective, but I do think we 
have reached a point in our country's situation, as far as our na- 
tional educational policy, where that ought to be given serious con- 
sideration. 

As that is being considered, I have two incidents that have oc- 
curred in the district that I represent, and specifically in the City 
of Gary, that I would ask that this subcommittee be cognizant of 
and concerned about. 

The first involves Adelphi Business College, originally begun in 
New York City with one school in 1980. They numbered close to 30 
schools in 1987, one of which was opened in the City of Gary. 

Approximately 90 students were enrolled at the college, which 
subsequently declared bankruptcy, closed its doors on July 24, and 
esse ,tially the 90 students involved did not receive an education. 

If there was fraud implied as far as some of the institutions earli- 
er in Secretary Bennett's communications and testimony, certainly 
it appears from the conversations I have had with a number of stu- 
de;.ts, as well as legal counsel that is representing their interests, 
that certainly fraud was also prevalent in this situation. 

My concern, as we turn our attention to the institutions ir. 
volved, Mr. Chairman, is that we also consider students who have 
had a fraud committed upon them. In this instance, these students 
could not be taught out because of the distances between their 
physical location and inability to arrange transportation in compa- 
rable curriculum, and they now are situated with no education, 
they owe money, their credit rating, which may not have been good 
to begin with, is worse, and at this point in time they are prohibit- 
ed from achieving any additional Federal funding should a better 
educational opportunity occur. 

In this case — obviously somewhat unique— my great concern is 
for the stuaents involved in somehow ensuring that in the future 
they would not be foreclosed the possibility of gaining an educa- 
tion. 

If we are talking about increasing burden on institutions, this 
would certainly be an instance where I think the Institutions in- 
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volved— financial, as well as the school— ought to pick up that 
burden which the students have assumed. 

Second my concern is: we have Sawyer Business College in the 
surrounding communities near Gary, Indiana. They have been 
asked by the Gray city administration, as well as community lead- 
ers in Gary, to open a branch of their college within the city. They 
have received communications from the Department of Education 
regarding the quality of their program. Their default rate is in 
line, but they are very concerned that should they move to Gary, 
open a school, and have their default rate increased they, under 
some of the Administration proposals, would then be cut off. It is a 
severe impediment as far as their opening a quality institution in 
the city that is in desperate need. 

Again, I think that concern ought to be considered by the sub- 
committee, as well. 

Mr. Chairman, thank you very much. 

[The prepared statement of Hon. Peter J. Visclosky follows:] 
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STATEMENT OF PETER J. VISCIOSIW 
• MEMBER OF CONGRESS 
BEFORE THE SUBCOMMITTEE ON POST SECONDARX EDUCATION 
HOUSE EDUCATION AND LABOR COMMITTEE 
JUNE 14, 1988 

I want to first thank Chairman Hilliaxas and the subcommittee 
for affording me this opportunity to share my thoughts as you 
examine the question of student loan defaults and consider 
legislative initiatives. 

The default r?.te, which has skyrocketed to a projected $1.6 
billion this yoar, is intolerable. As you are aware, since 1979, 
the cumulative figure in defaulted Guaranteed Student Loans (GSL) 
has reached $5.6 billion. Almost half of the Department of 
Education's GSL expenditures will go toward making payments on 
defau?*-ed student loans this year. Clearly, the time has come to 
address this critical issue. 

While this is a national problem affecting Ml the different 
types of post-secondary educational institutions, I would like to 
take this opportunity to focus on a situation unique to the 
district I represent, but applicable nationally. 

On July 24, 1987, Adelphi Business College closed its Gary, 
Indiana location. Adelphi was one of the larger business school 
chains in the country offering courses in accounting, 
electronics, bookkeeping and word processing. Initially 
operating one facility in New York city in 1980, Adelphi grew to 
approximately 30 branches nation-wide^ enrolling thousands of 
students at its peak. However, things started unraveling. In 
the case of the the Gary campus, it was closed after the 
Association of Independent Colleges and Schools cited it for 
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"poor job placement, unqualified personnel and inaccurate and 
incomplete student records" and a California bank refused to 
process student loan applications for the college. On Septexaber 
17, 1987, Adelphi closed all its remaining schools. 

Approximately ninety students were enrolled in the Gary 
Adelphi school when it closed. Many saw Adelphi as the means to 
achieving a better opportunity for themselves and their families. 
The students at the Gary Adelphi were representative of the 
student bodies at similar schools across the country. They were 
predominantly low-income minority enrollees. Several were ol^dor 
than the average undergraduate and others had children. Many 
received public assistance. Yet, they all wished to better 
themselves and pursue a brighter future by obtaJ.ning the training 
ticccsssary to advance in our society. 

This training was especially important due to the changing 
job market in the area. The district that I represent is in the 
midst of transition due to the restructuring of the major 
industry of the region, steel. Due to the technological 
advances, foreign competition and a consolidation of the major 
producers, there has been a drastic decrease in the number of 
employees needed to work in the industry. The Adelphi students 
recognized this and endeavored to prepare themselves to meet the 
challenges of the changing job market. 

Almost 1,500 students nation-wide were attending the Adelphi 
schools when they were closed. Most of them were "taught-out" at 
similar schools that allowed those abandoned by Adelphi to 
enroll. However, the ninety students in Gary were not as 
fortunate. Due to distance and incompatible curricula, there are 
no appropriate schools in the immediate area and these students 
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are left with nothing to show for their efforts, other than loan 
payments. 

The students enrolled in Adelphi with the sincere desire to 
learn the necessary skills to achieve a better life for 
themselves and their families. Instead, just the opposite has 
happened. They undertook GSL loan obligations so that they could 
enroll in school. With the training they would receive, they 
would be employable and thus able to repay the loan. However, 
through no fault of their own, they were unable to complete their 
training. Their loans are now due, but they do not have the 
means to repay them. They cannot get another loan because of 
their outstanding GSL's. It is a vicious cycle that only gets 
worse. Therefore, my first recommendation to the subcommittee as 
it proceeds is to ensure that students who find themselves in the 
same situation as those in tlie Gary Adelph.' case, be protected 
and not "punished" for their good faith efforts. 

I in no way mean to represent the notion that Adelphi is 
typical of trade and proprietary schools. Rather, I sincerely 
believe that they are the exception. Consider the case of the 
Sawyer College of Business. 

This school is a very fine institution that would like to 
open a branch in Gary. It has been in busi* ess for several 
years, has an excellent record and a high standing in the 
community. The Department of Education has deemed the school to 
have a "fine track record" and a "quite respectable" default 
rate. Yet, Sawyer is hesita.it about opening a branch in Gary due 
to the greater likelihood that its overall default rate would 
increase to unacceptable levels. 
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Sawyer Business college provides an axample of a school that 
provides quality programs and produces respected and employable 
graduates. Yet, with the realistic prospect of damaging their 
default rate, they are justifiably hesitant to serve a community 
that is in desperate need of their services. As the school wrote 
to me, "It's just too big a risk under current U.S. Department Of 
Education guidelines regarding GSL default rates." My fear is 
that we will produce provisions that only worsen this inequity 
instead of bettering it. 

In this era of fiscal restraint and budget reductions, it is 
vital that we reduce default rates. Yet, it must be done in a 
thoughtful and considered manner. Regulations must be flexible 
to meet the realities of the community served and not discourage 
legitimate schools from entering into a "high risk" situation. 
I would favor a proposal that decreases the guarantee burdei of 
the federal government and increases the burden of the 
educational institution and the lender. It would be ny hope that 
by decreasing the federal guarantee role, resources would then be 
available to help the educational institutions expand services to 
allow "high risk" populations to take advantage of the much 
needed training. 

Again, I thank you for allowing me to express ny views and I 
look forward to working with the subcommittee as it proceeds. 
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Mr. Williams. Thank you, Pete. I appreciate your counsel. 

Congressman Penny, with regard to your proposal about allowing 
schools to capitalize and make loans, some of the concern that has 
been expressed in this committee is that those schools most likely 
to do that are the schools who are most financially able to do so. 
They tend to be the larger schools. They also tend to have, as a 
student body, students whose profile is not that of the high-risk de- 
faulter. Therefore, without trying, those schools would cream off 
the best of the low-risk students, thus leaving in the portfolio of 
thf; banks a higher percentage of the worst of the risky students. 
How do you answer that difficulty? 

Mr. Penny. First of all, I think it is important to remember that 
in the 1986 Higher Ed Act the House took the position that we 
ought to lift the restriction on institutions making loans them- 
selves. 

Second, the bill that I have introduced would require institutions 
to hold on to those loans until the student leaves the college, so I 
think if the concern is that they would make that loan and imme- 
diately sell that on the secondary market and then make new loans 
and really have all the focuc on profit and not on the loan end of 
it, they would have to hang on to those for several years before 
they could turn them over, which I think puts more of a burden on 
the institution before they access this. 

Third, I think that there are some banks and banking institu- 
tions out there that would work closely with schools, not simply 
the private institutions, some of the more exclusive schools that 
you have suggested, but with schools across the nation — communi- 
ty colleges and others— to offer that kind of guarantee for them 
making the loans. 

I don't think that we're going to see this offered only by the 
schools with traditionally higher-income students. I think we're 
going to see that there will be an interest on the part of other insti- 
tutions. I have letters in support from the State College System in 
Minnesota, for example, because some of those campuses feel that 
the community college system in Minnesota would have some in- 
terest in originating loans. We're getting into that population of 
students that are coming from lower-income families, beginning 
with a two-year degree and then deciding whether they \^ant to go 
into the work force after that or on to additional college. So I think 
the interest is there among a v»ride range of institutions, and we 
wouldn't see the exclusivity that you've talked about. 

Mr. Williams. Peter, the question of who should share the risk is 
"omewhat different in my mind to the question of whether or not 
wiiose institutions at fault, that is those institutions not meeting ap- 
propriate criteria, should be required to share some risks. 

To me the politically philosophical consideration goes to whether 
or not we want to uniformly share the risk among lenders, institu- 
tions, students, and parents, perhaps only a fe^v of whom have indi- 
cated that they can t meet appropriate criteria, or only a few of 
whom are suspect of being charlatans. 

I don't think there is any question that those institutions who 
are grossly at fault for incre^.^ng the volume of dollars in default 
should be penalized in some wr.y. I believe they should. But that is 
a different question than the question of whether or not public 
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policy should require a greater sharing of the costs and the risks of 
this program. 

Mr. VisCLOSKY. Mr. Chairman, I think that you should have that 
sharing, because in the end I tnink the benefits to the public, if you 
would, which then includes the private institutions and the people 
m them all tend to benefit. 

I would not take exception to your remarks as far as the risk and 
who should bear those. I guess my position would be that it woui: 
be the degree of risk and the degree of responsibility various insti- 
tutions would have to bear. But the analogy— and perhaps it is not 
a good one—would be the premiums that are now owed to the pen- 
sion guarantee corporation essentially have been designed on a 
two-tiered system so that those who conduct themselves in a re- 
sponsible fashion have the relatively low premium to pay. Those 
that do not conduct themselves in a responsible fashion certainly 
have a much greater burden that has been placed on them, and 
agam that responsibility would be perspective so institutions in- 
volved m the process vould have fair notice to reform their own 
activities. 

I think that would be a manner in which we would not punish 
those who are doing a good job, but, again, in a sense they are still 
profiting from the transaction. Perhaps you could devise a sliding 
scale, if you would, as far as how to impose that responsibility. 

Mr. WiLUAKs. Any questions, Mr. Gaydos? 

Mr. Gaydos. Yes; I like your analogy with the Pension Benefit 
Uruarantee Corporation, and I can't understand, nor can I compre- 
hend, some of the comments made by my colleagues and also some 
of our witnesses at this point that there seems to be a stampede to 
put the responsibility on the proprietary schools or the other insti- 
tution as distinguished from the lending institutions, which signifi- 
cantly are left out of the Armey legislation, and which the Secre- 
tary had no reasonable explanation when I made an inquiry to him 
regarding his official position regarding the lending institutions. 

In my mmd, having been part of the creation o, ERISA and that 
probtem which the gentleman shares with me, it seemed that there 
possibly lies an answer to our problem in some respects. I can't un- 
derstand any philosophy trying to make a proprietary school an ef- 
ticient, up-to-date, modern collection agency. It just doesn't work 
that way, and I think it is improper. 

I think that ERISA and the guarantee corporation suggest a so- 
lution, meaning that if you behave properly and your record is 
good you receive one type of consideration. Taking that and analyz- 
ing that with the proprietary school. If you have a good, qualified 
propnetary institution that institution shouldn't be victimized by 
this common problem we have. 

WeVe hearing all of this stuff* about unscrupulous institutions. 
1 ^lat IS a question all of its own, and should be dealt with <=eparate- 
ly. And if they are there, there should be attei^tion directed that 
way and they should be eliminated. But don't get it intermingled 
with the problem we have before us here; that is: to reduce that 
terrible, anti-public deficit that is sitting there which we are all 
getting criticized for, which is, of course, inherently prohibiting 
needy students from having available funds to them. 
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So I want to commend you for taking the time— all of my col- 
leagues on the committee. This is where the awesome responsibility 
lies, and I have one question on behalf of the committee chairman 
at this time, and that is: regardless of some fundamental differ- 
ences and sonie reservations, as indicated and referred to by the 
three of my colleagues, basically and fundamentally is your sup- 
port going to be there for the bill after a fashion when we bring it 
to the full committee and when we are on the floor of the house? 

Ml. VisCLOSKY. It's hard for me to refuse the chairman of the 
Congressional Steel Caucus. [Laughter.] 

Mr. Gaydos. Thank you. Mr. Penny is always very difficult, and I 
didn't hear from him. 

Mr. Penny. Yes. Well, Mr. Chairman, as you recall, not too 
many months ago we worked together on another bill, and I hung 
there with you. 

Mr. Gaydos. You're very helpful, and Fm extremely apprecia- 
tive. 

Mr. Penny. And I'll hang there with you on this one, too. 

Mr. Gaydos. I'll need you again next year. Thank you. 

Thank you, Mr. Jontz. 

I have no further questions, Mr. Chairman. 

Mr. Williams. Thank you. 

Mrs. Roukema? 

Mrs. Roukema. Thank you. I appreciate your testimony. You've 
been v^ry patient in waiting for us this morning. 

Congressman Jontz, I do want to make the observation that you 
have made an important contribution in terms of recognizing that 
we shouldn't only be looking at the default rate, but also the grad- 
uate employment rates. 

Mr. Chairman, is that part of your legislation? I think it is some- 
thing that certainly we did not discuss with the Secretary. The Sec- 
retary's proposal does not include that, but I think it is an impor- 
tant area for 

Mr. Williams. We consider it under the program reviews, 

Mrs. Roukema. It is something that bears further discussion, and 
I appreciate your contribution there. 

Mr. Visclosky, I'm not quite sure about the connection that you 
have made here with the Lawyer Business College and why they 
should be— they may very well, as you have probably accurately re- 
ported their reticence about going into the Gary, Indiana, area, but 
I don't really see anything in either the Secretary's proposal or 
anything th?* this committee is considering that would be detri- 
mental to theui understanding, as I do, that they are a very reputa- 
ble group that screens their student and probably has high gradu- 
ate employment rates. Why should they be concerned? Is there 
something I'm missing here? 

Mr. Visclusky. Ms. Roukema, I appreciate you bringing that up, 
and if I could just read two very short phrases from my prepared 
testimony, one fro**^ the Department of Education. The Department 
of Education has deemed the school to have, "a fine track record," 
and 'quite respectable" default rate. So they are in good standing 
with the department. 

And I might also, just from my personal experience, point out 
that they have four placement officers, but only one admissions of- 
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rw V-Tt . 1.?'"^ 'l^ very fine ratio for an institution such as 
that to have They do have a 98 percent placement rate, 
of i.u ® school Itself, based on what they have come to under- 
stand the proposals to mean, have written to me indicating, "is iust 
too big a risk under current U.S. Department of Education S- 
menUo Ga^"^ ^ ^^eir potential Sovt 

nPvPfi".*^®lr thought the program out. They would locate 
next to a public library, which would provide free tutoring. Thev 
oZl %K ^rji*'"^"''^ They have remedial education which only 

SSc!L?e?,Jbns\ed.^°'" " ^'^^ '''' ^ 

fl,i!?.!!l'^*^®^.u°"''®'""/! *h^.* ^^.*h^y would cross the 20 percent 
threshold and they would muntain the same standards, same type 

Spv r«cc f?^^"u ^^u*,*]'®^' ^l'® suburban communities, that if 
they cross the threshold they are in trouble 

Hirn^^^u*®""®^^*^ I? hearing Secretary Bennett indicate, if I un- 
nof ^hilS^-ffr'^j: testimony, that that threshold is 

not absolute If the school can show they have done a good job and 
they have acted m good faith, and I must tell you I walvery appre- 
ciative of those remarks this morning. ^ 

Mrs. RouKEMA. Thank you very much 
would b^Tut* perception by the school is that they 

i^ii?'?; ^OUKEMA- That is an important consideration for us as we 
look forward to this legislation. I do think that based on what the 
Secretary has said and what Mr. Games has written in thrpape^ 
that perhaps the original proposal sounded more arbitrary than in 
tact, their administrative procedures are intended to be. 
^But thank you very much. It is important for us to keep that in 

nr^t^'"^'''^\^y *° °f fo'- being with us. We ap- 

thfsecritaS ^ "^^"'"^ ^^^^^ completed with 

Let's attempt to begin our next panel. It's not unlikely that we 
will^have a vote withm a few minutes, but we should try to pro- 

uV® four presidents who are with us please come to the wit- 
ness table: Northeastern University president, Mr. Ryder; Lincoln 
University president Ms. Sudarkasaf the president o? John ¥yiS 
Community Co lege, Mr. Nicholas; and the president of CompSer 
Processing Institute, Mr. Shefrin. v^ompuier 
Let's begin with Mr. Ryder. We appreciate you being with us 
today, and we look forward to your testimony. 

STATEMENT OF KENNETH RYDER, PRESIDENT, NORTHEASTERN 
UNIVERSITY, BOSTON, MA 

commit^er'^" "^^^"^ members of the sub- 

loL^™ delighted to join you today because, as president of a very 

fl""'''®'"''*^ ^ h^^® ^ ^^""y significant interest in what 
happens to this very important part of our student aid prograni 
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Just from a perspective, Northwestern University has a very 
large adult population of about 30,000, and the more-traditional- 
aged student, some 18,000 to 20,000 attend on a regular full-time 
basis during daytime hours. 

We are committed to integrating for such students the experi- 
ence of employment along with higi 3r education, and the students 
thus, in fact, fulfill that great American tradition of working their 
way through college, averaging about §7,000 to §8,000 per student 
per year as a sign^licant contribution to their expenses. 

But just to k^ep the thing in perspective, although they collec- 
tively this year mil be earning about $75 million in terms of the 
payment for services rendered, they also end up borrowing or get- 
ting financial aid to a level of about $60 million, and of that total 
financial aid package something like $22 million is represented by 
guaranteed student loans, so we are very concerned that the pro- 
gram be strengthened, improved, and continued. 

I have submitt^ some formal comments to the committee, but 
let me get a few Mghlights. The program is crowded. 

I think that the key thing that I would react to in terms of the 
l^sktion that has been proposed, Mr. Chairman, is that it ap- 
proaches a very important issue in a degree that is both reasoned 
and prudent. 

We know that there have been wild, Draconian suggestions of 
dramatic change. What we have here, basically, is a very good pro- 
gram that needs to be fine-tuned and improved, and I think the 
committee is very wise to use restraint and caution as they attempt 
to deal with the broad issue of violations and of nonpayment of 
loans under this program. 

The fact is that one jf ^he most important things suggested by 
the legislation it seems to mt is that anything that will encourage 
communication, interaction among the constituents who are in- 
volved in administering the program is very good. 

To work out programs where the borrowers, the lenden: guaran- 
tee agencies, and educational institutions are essentially in close 
communication and havs a kind of common partnership will be a 
very substantial improvement. 

The enforcement tools that have been sometimes suggested avail- 
able to the Department of Education it seems to me should be 
reined in a bit, and I believe that good faith effort is the essence of 
success. 

We have an extraordinarily rich and diverse higher education es- 
tablishment in this country, and I do think that the legislation you 
propose is sensitive to the different socio-economic conditions, the 
different backgrounds of different students, and the different clus- 
ters ttet come in the various colleges. 

I think the important element that we must always keep in mind 
is that no student attending college today should in any way be 
punished for the sins or omissions of a previous generation of stu- 
dents who may not have been encouraged to fulfill their responsi- 
bilities. 

We know that If you invest time and effort in trying to provide 
for students in high-risk categories an opportunity for higher edu- 
cation, you are going to have occasional failures. 
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fn!l «f fif ^''".^"*Y®'^**y.^^ "P by the YMCA back at the 
u ^^^^^ly to provide social and economic opportunity for 
ffi f « • basically poor and had no other option for higher 
education m the city of Boston. We have failures. We cannot have 
100 percent success. But th? success stories that we do have are re- 
markable, and the important thing, it seems to me, that in the 
rM^TT^Jl 'iT ^''^ an opportunity to all. We take 

Ilo. -Pi will be some failures, and there will be defaults what- 
J-r program is basically sound and should be 

modified and simply fine-tuned in my judgment. 

We do not have any toleration for those who abuse the program. 

can afford to pay back their student loans should be 
expected to pay them back, and I would certainly, from a personal 
point of view, even suggest more involvement of IRS in terms of 
people who have the money and who have, in a sense, defied their 
obligation to repay the Federal Government. 

We must keep in mind, it seems to me, that the program has al- 
ready extended money to a very large audience-about 35 million 
loans, as best I understand. 

Some .$67 billion of private capital has been poured into the edu- 
cational stream, and this is very positive. It means that we have, in 
fact, essentially tens of thousands or hundreds of thousands of 
people now m the working community who are assisted into becom- 
ing productive and more successful citizens because of the loans 
that were extended to them in the past. Let's not lose sight of that 
great big mass that have succeeded. 

In closing I would just make a couple of co.nments about details 
that come to my attention that might need some further modifica- 
tion by the committee. 

In the section on page 24 of the copy that I have relative to ad- 
missions agents who must be on the payroll of the individual insti- 
tution, 1 think recognition should be given that there appears to be 
an exclusion of a class of volunteer friends that many institutions 
utilize, and that is basically alumni clubs and alumni organizations 
who, m clustered sections around the country, may decide to go out 
and visit the local high school, or, in fact, have a reception for 
some people because they are committed to their alma mater and 
would like to spread the word. 

fi,^^-"5 ^r^'y institution that I have been cu^oociated with has 
that kind of an alumni activity going, and that kind of voluntary 
support Im sure was not intended to be excluded. The wording 
ma^ not be entirely clear. "uiumg 

I d also suggest that there will be individual institutions that will 
find objection to a 30-day delay in the official money being avail- 

Sif u^ ^ ^'f^* ^ it perfectly reasonable and ac- 

ceptable, quite frankly. 

I also recognize that the concept that tuition should be refunded 
proportionate to the amount of time that has been completed in the 
term will be quite unacceptable to a number of colleges. I recognize it 
as perhaps a political necessity in terms of the view of the public at 
large. 

The reality is that when a college program is under way and a 
term has begun all of the cost is committed up front. It will not 
make any difference in terms of cost to the institution whether the 
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student drops out halfway through, 60 percent through, 80 percent 
through. It is an up-front commitment, and if the money is with- 
drawn then the institution, in fact, does not have what was origi- 
nally expected as income to help pay the costs of that particular 
course. 

But I am a political realist, and I recognize that this kind of 
thing has an appeal in terms of simplicity in terms of the public, 
and T think the key thing here is that there should be a mutual 
sharing of the responsibility. 

We have a few institutions that must be controlled. Some of the 
rest of us perhaps should be prepared to make some occasional con- 
cessions to be sure that the system is put back where it belongs. 

It is an extraordinarily good program. It, in fact, is very good if it 
can be kept as it was originally designed. The way it was originally 
designed was as a supplement to the Pell program. The Pell 
Grants, in fact, were intended to serve the purposes for which the 
guaranteed student loan program is now in effect. 

I would join that host of people who say let's get the Pell Grants 
back to where they should be. 

In less than a decade at my institution students benefiting from 
Peil Grants have declined from some ?7 million a year to about 
$2.3 million a year, while at exactly the same time the money bor- 
rowing money has gone up to the present level of $22 million a 
year. 

So I think all of us would say let's allow the students with the 
lowast income, the poorest background, to have more assistance 
through Pell programs, and I think automatically some of the diffi- 
culties of the guaranteed student loan program will thereby be 
ended. 

Thank you very much, sir. 

Mr. WiLUAMS. Thank you very much for the time you have 
taken to present your comments to this subcommittee, Mr. Ryder. 
Your comments will be taken into consideration as we proceed in 
our discussions. 

[The prepared statement of Kenneth G. Ryder follows:] 
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TESTIMONY OF KENKETH G. RYDER 
PRESIDENT, NORTHEASTERN UNIVERSITY 

SUBCOMMITTEE ON POSTSECONDARY EDUCATION 
COMMITTEE ON EDUCATION AND LABOR 
U.S. HOUSE OF REPRESENTATIVES 
JUNE 14, 1988 

Mr. Chairman and Members of the Subcommittee: 

I commend the committee for fashioning a set 
proposals that respond to the perceived problems surrounding 
repayment of Stafford loans in a way that is both reasoned 
and prudent. We are all aware of the draconian measures 
that hav- been proposed in some quar+ers, and the Sub- 
committee IS wise, in my opinion, to approach the issue with 
restraint and caution so that the impulse of the moment will 
not undermine a valuable program that has served millions of 
young people so well for so many years. 

By requiring that a common definition of defaults and 
default status be established, the Committee's draft legis- 
lation provides a foundation for organizing and analyzing 
data m a way that will clarify the problem and make pos- 
sible appropriate responses to it. The draft establishes 
measures that will facilitate communication and interaction 
among all the constituents of the gsl program— borrowers , 
lenders, guarantee agencies, educational institutions, and 
the Department of Education— and will help to make all 
participants more aware of their obligations under the pro- 
gram. While the legislation would strengthen certain enfor- 
cement tools available to the Department, it reins in any 
attempts to weaken the program or limit its availability to 
students and institutions that are making good faith efforts 
to run an effective loan program. 

The most imp-jrtant features of the proposed legislation 
are Its recognition of the differing missions of the coun- 
try s rich diversity of postsecondary educational institu- 
tions and Its sensitivity to the differing social and eco- 
nomic backgrounds of individual students, in addressing 
rising default rates, we have to keep in mind an important 
principle: no law or regulation should discriminate against 
a generation of future students based on the group behavior 
2 / earlier class of students. The typical student loan 
aefaulter comes from a low income or minority family and is 
2 Z^!?^ ^^?'^ prepared academically to succeed in college. 
But if federal financial assistance is denied to these stu- 
dents m the future, we are prejudging their willingness .to 
make good on their obligations simply because of what other 



ERLC ^ 



74 



students did in the past. Worse still, we are limiting 
their access to educational opportunity, which is the whole 
premise of federal assistance in the first place. 

Northeastern University is committed to serving a large 
segment of just such a disadvantaged population. We are 
proud of our long tradition of providing an education that 
leads to upward economic mobility jfor young people who 
otherwise would not have a chance to make it in American 
society. To do so requires that we take a risk, knowing 
that some will fail; but the rewards to our society of those 
large numbers who succeed has made the risk well worth tak- 
ing. I think the philosophy of federal financial assistance 
should be the same. 

All this does not mean that institutions should avoid 
holding individuals responsible for the debts they have in- 
curred. It is certainly warranted that: students be 
counselled and required to demonstrate some record of ac- 
complishment b' fore obligating themselves to a loan. At 
Northeastern, we also require students to submit to an in- 
terview concerning their financial obligations when they 
leave the university; if they do not, their transcripts are 
withheld. Generally students default because they do not 
have the money to repay tJieir loans; however, it seems to me 
entirely appropriate that the collection mechanisms of the 
Internal Revenue Service be brought to bear on those in de- 
fault who do have income. Neither the federal government 
nor individual institutions can tolerate the negligence of 
those debtors who can afford to re^ay and don't, particular- 
ly because their irresponsibility jeopardizes so critical a 
component of the student financial aid system. 

In all candor, however, these steps represent a fine 
tuning of fundamentally sound program. The problem of de- 
faults is going to trouble federal student loans until 
balance is restored to the two largest student aid programs 
and the original intent of these programs fulfilled. I want 
to urge the Subcommittee to make Pell grants the entitlement 
for the neediest students they once were and to reestablish 
the Stafford loans as supplements for both poor and middle 
income students. If that is done, the two programs will 
work together effectively to provide students with both ac- 
cess and choice in higher education while limiting the loan 
obligations of those least likely to be able to repay them. 
In short, there's nothing wrong with the Stafford loans that 
increasing the Pell grants won't fix. 

Even if that is done, we ought to keep in mind what we 
are talking about here: a program that has dispersed 35 
million loans and put $67 billion of private capital into 
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the hands of people who need it to go to college. There are 
wens of millions of working, taxpaying citizens out in the 
country today who would not be contributing to and benefit- 
irg from the nation's prosperity if they hadn't gotten chc 
boost that their student loans gave them. And the vast ma- 
jority are paying back their loans in full. That strikes me 
as a pretty good return on a pretty good investment. 
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Mr. Williams. Dr. Sudarkasa? 

STATEMENT OF NIARA SUDARKASA, PRESIDENT, LINCOLN 
UNIVERSITY. LINCOLN UNIVERSITY, PA 

Dr. Sudarkasa. Thank you very much, Mr. Chairman. 

Chairman Williams and members of the subcommittee, it is my 
pleasure and privilege to appear before you today to speak to you 
on some of the broad issues related to the proposed legislation on 
the guaranteed student loan defaults. 

I am, of course, Niara Sudarkasa. I am the president of Lincoln 
University of Pennsylvania. 

Founded in 1854, Lincoln University was the first college char- 
tared in America to provide a higher education for youth of Afri- 
can descent. For nearly 100 years Lincoln was known as one of 
America s premier all-male institutions. It is the alma mater of Mr. 
Justice Thurgood Marshall, Langston Hughes, and many other dis- 
tinguished men. 

Today it is a co-educational, state-related institution that offers 
high quality programs in the liberal arts, as well as a very innova- 
tive, nontraditional masters degree program in human services 

I am pleased to represent Lincoln today, as well as the other 116 
institutions that comprise the National Association for Equal Op- 
portunity in Higher Education, that is, NAFEO. 

Many of you know NAFEO is the umbrella organization for the 
nation s historically and predominantly black colleges and universi 
ties. Although our institutions represent only three percent of the 
uatlon s institutions of higher learning, they award 34 percent of 
the undergraduate degrees earned by blacks nationwide, and 59 
percent of those earned in the south. They graduate over 50 per- 
cent of the black students who earn bachelor's degrees in mathe- 
matics, and approximately 40 percent of those who graduate with 
majors in business, computer science, engineering, and the biologi- 
cal and physical sciences. 

It is obvious, therefore, that at a time when black enrollment in 
higher education has been declining for over a decade, the histori 
cally and predominantly black colleges aud universities loom more 
important than ever in providing educational opportunities for 
black students. 

Permit me, as the representative of NAFEO, to place the discus- 
sion of the impending legislation into a context that will enable Ub 
to consider both the implications and the lin 'tations of this legisla- 
tion. , , . , 

We at NAFEO are determined to ensure that access to higher 
education remains an option for minorities, as well as for majority 
students. Like other members of the higher education community 
we are very concerned about the rising costs of college education 
Many of these institutions are virtually unaffordable to all but the 
upper-income groups of our society. 

For minority students who will soon represent one-third of the 
nation, and for millions of other students from lower socioeconomic 
backgrounds, the gateway to higher education would be virtually 
sealed shut if they are denied financial assistance from the State 
and Federal governments. 
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It is very important for us to realize as we talk about student 
defaults that financial aid wa*' primarily responsible for spurring 
the increase in black and minority enrollment in the decade be- 
tween 1966 and 1976, and that, in fact, the shifting ^i^^sis of 
many of these federally funded aid progr^nic «nd k in 

others were key factors in the decline of minority r .,ince 
1976, and particularly in the decline of black er,. Sich, 
more than that of any other group, has plummelea ovec isi last 
decade. 

I mention this because it is important for us to realize that this 
shift from an emphasis from grants to loans is, in fact, what 
brought us here today. Were here because one of the unanticipa};ed 
consequences of the Federal Government's decision to distribut<> 
most of its financial aid dollars in the form of .'oans is the fact thh\t 
large numbers of students who could not afford those Joans were 
forced to take them out, and that many of theso students- have not 
been able to live up to their obligations to pay them back. 

We at NAFEO cert?*nly share the committee's concern, the Se-c- 
retary's concern, the higher education community & concern over 
the high default rates— relatively high rates, I should say— and 
were even more concerned about the high dollar amount that 
these represent because we recognize that for every dollar tii<3 fed- 
eral Government spends to cover loans to students who have not 
paid them, themselves, it sacrifices a dollar that could have bfc<5n 
spent on financial aid to students who desperately need it. 

Our institutions pledge their continued support for all efforts to 
counsel students on their obligations, and to help track down those 
students who fail to live up to their contractual obligations. 

We recognize, however, ^hat some of the solutions that are now 
being projposed, though not in the present legislavion—that is not 
in that of the chairman— but oome of the legislation y -omises to 
penalize some of the very institutions that have been in the fore- 
front of educating the students for whom financial aid was de- 
signed in the first place. 

The historically black colleges and universities must go on record 
as opposing any legislation that would deny participation to feder- 
ally funded student aid programs for those institutions whose 
former students have a default rate that surpasses some arbitrary 
and stipulated threshold. We, therefore, are entirely and utterly 
opposed to the recommendation by the Secretary on this regard. 

We oppose such legislation not because we support loan default- 
ers Our position stems from the failure of the Secretary's position 
and proposition to recognize that our institutions, which are not in 
any v/a>— what was his term?— which do not fall in the category of 
those inshtutions that are derelict in their duties in this regard, 
but we oppose this because we feel that we will be the first to pay 
the priCv- for reaching out to enroll those students that are denied 
access to most institutions of higher learning in this country, 
namely students who are impoverished, students who are under- 
prepared— often through no fault of their own— students who are 
generally disadvantaged. 

Any proposal to recoup loans from lower income students must 
recognize that many of these students, as has been said here 
before, should have received grants in the first place. They apply 
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for loans because this is their only means of attending universities 
and colleges. For many of these students even the smallest debt im- 
poses an undue burden on them and on tixeir parents. 

I might point out, however, that the data shows that the majori- 
ty of these low-income students— the overwhelming majority— do 
repay their loans. Those who graduate— and we must underscore 
that— are nine times more likely as not to repay that which they 
owe. 

But there are those who do not graduate, and it is these students 
who are most likely to default. They are students who are caught 
up in a vicious cycle of underachievement and unemployment. 
Many of them enter college with minimal skills and qualifications. 
Their under-preparation, itself, being a consequence of poor schools 
and inadequate counselling, and the absence of sufficient academic 
support services, funding for which has been cut back severely over 
the last decade, often makes it impossible for these students to 
overcome the deficits in their secondary school preparation with 
the consequence that many of them leave college for academic rea- 
sons. 

And even those who ^re doing well in college often have to leave 
even though they havt loans because they can't afford the ex- 
penses. 

With no college degree and little else to qualify them for a job 
they are prime to join the masses of uneir.ployed who are found in 
our inner cities, and in increasing numbers in smaller towns and 
other communities. 

Repayment of college loans for these students can then become 
just another obligation which they simply cannot meet. 

The legislation being proposed by Chairman Williams avoids 
taking punitive action against colleges and universities for deci- 
sions over which they ultimately have little or not control. In that 
respect, it is an improvement over other proposals for dealing with 
the problem of student loan defaulters. Nevertheless, it, too, con- 
tains certain provisions that are a cause for concern. For example, 
the proposal for a SO-day delay in disbursing loan funds to first- 
time borrowers may be acceptable to my colleague on the right, but 
it would place an undue financial burden on those colleges that al- 
ready face serious cash flow problems. 

Of equal concern to us is the fact that under the guise of a prob- 
lem audit, the Department of Education would have the right, vir- 
tually carte blanche, to conduct general audits; investigate admin- 
istrative procedures; investigate recruitment, admissions, retention 
programs; assess advertising and marketing strategies; and inquire 
into many other areas that are not demonstrably related to an in- 
stitution's default rate or the size of its default dollar total. 

It is not hard to i.nagine the abuses that can occur given such 
broad legislative prerogatives. 

In light of these concerns, and given the relatively short time in 
which we have had to review the proposed legislation, those of us 
in NAFEO would appreciate the opportunity, Mr. Chairman, to 
comment Iher in the post-hearing period on the specifics of your 
bill, as well others that have been proposed. 

In concluding my presentation, may I stress again that we at 
NAFEO are concerned about recouping student loans, but we insist 
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that this must be looked at against the backdrop of broader issues 
relating to providing adequate public suppv^rt for higher education, 
particularly for students whose access to higher education and 
whose success in higher education depends very heavily on their 
having access to Federal dollars. 

While we are searching for an answer to an unacceptably high 
loan default rate, v/e must also find the solution tr the problem of 
the perennial under-funding of higher education. 

Thank you, Mr. Chairman. 

Mr. WiLUAMS. Thank you. If those who you are representing 
have additional comments, we will, of cour&e, be more than willing 
to accept them. As I mentioned in my opening statement, we do 
want to move this legislation understandably with some haste, and 
so we would encourage you to provide whatever additional sugges- 
tions or responses to the legislation that you h<ive as early as you 
can. 

[The prepared statement of Dr. Niara Sudarkasa follows:] 
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TESTIMONY 

Chainnan Williams and members of the Education and 
Labor Subcommittee on Postsecondary Education, I would liJce to 
thanJc you for the opportunity to testify before this 
distinguished panel. My name is Niara SudarJcasa, and I am 
President of Lincoln University of Pennsylvania. 

Founded in 1854, Lincoln University was the first 
college chartered in America to provide a higher education for 
youth of African descent. It is the proud alma mater of such 
distinguished Americans as the late poet Langston Hughes, Mr. 
Justice Thurgood Marshall, Federal Judge Harrington Par Jeer, 
Ambassador FranJclin H. Williams, President of the Phelps StoJces 
Fund, and Mr. Roscoe Lee Browne, renown actor of stage and 
screen. For nearly 100 years Lincoln University was known as one 
o€ America's premier all-male institutions of higher learning. 
Tcday it is a coeducational, state-related institution offering 
high quality programs in the liberal arts and an innovative 
non-traditional masters degree in human services. 

I am pleased to be here today to represent Lincoln and 
the other 116 institutions that comprise the National Association 
for Equal Opportunity in Higher Education (NAFEO) . As many of 
you Jcnow, NAFEO is the umbrella organization for the nation's 
historically and predominantly Black colleges and universities. 
Of the 117 NAFEO institutions, 53 are public and 64 private. 
Twenty-four are two-year colleges, 18 are lend-grant colleges, 
and 4 are graduate and professional schccT.:?- These institute, jns 
are located in 14 southern states, 6 northern states, 3 
mid-western stater and 1 western state, the District of Columbia 
and the Virgin Islands. 

At a time when Black enrollment in higher «du'a'cion has 
been declining for over a decade, historically and pteci xjnantly 
Black colleges and universities loom more important thai., ever in 
providing educational opportunities for Black students. .Uthough 
they repres(jnt only 3 percent of the nation's institutions of 
higher learning, historically and predominantly Bla<:k colleges 
award 34 percent of the undergraduate degrees earnec by Blacks 
nationwide, and 59 percent of those earned in the Soath. They 
graduate ov.^r 50 percent of the students earning bachelor's 
d&grees i*. luathematics, and approximately 40 percent of those 
with majors in business, computer science, engineering, and the 
biological and physical sciences. 

The nation's historically and predominantly Black 
colleges and universities enroll in excess of 271,000 students a 
year, produce more than 50 percent of the nation's Black business 
executives and elected -officials, 75 percent of Blacx Americans 
with doctorate degrees, 75 percent of Black military officers, 80 
percent of Black federal judg. », and 85 percent of Black 
physicians. Clearly, these a. i institutions that shoulder the 
lion's share of America's res£ ^n^ibility for providing equal 
educational opportunities for thia importan- group of her 
minority citizens. 
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We in NAPBO are determined to insure that access to 
higher education remains an option for minorities as well as for 
majority students. Like Dther members of the higher education 
community and citizens at large, we are concerned about the 
rising cost of higher education. Many of our colleges and 
universities are becoming increasingly unaf fordable to all but 
these in the upper income groups in our society. For most 
minority students, who will soon represent "one third of the 
nation," and for millions of other students from lowerjfefcohomic 
backgrounds, the gateway to higher education would be virtually 
sealed shut if they are denied financial assistance from our 
federal and state governments. 

It was federal aid to students and to academic support 
programs that spurred the increase in Jlack and other minority 
enrollment in the decade between 1966 and 1976. My own 
researches and that of other scholars have shown that shifting 
emphases in some of these federally funded &id i^rograms and 
cutbacks in others were key factors in the decline in Black 
college curollment since 1976. 

In an article in the Urban League's volume on The State 
of BVack America 1988 > I reviewed the factors that have led to 
the decline of Black enrollment since the mid-seventies. One of 
these was the serious erosion of federal aid in the form of 
grants and the corresponding increase in the emphasis on loans. 
According to a 1987 report published by the College Board, 
between 1980 and 19^17, in terms of "constant 1982 dollars," 
federal aid in the form of grants rose only five percent while 
aid in the form of loans increased X3 percent. Moreover, funding 
for college work-study programs, on which many students depend 
for supplementary income, declined by 22 percent over the 
seven-year period. 

The statistics also show that as the demands on 
financial aid funds grew, th3 monies were divided into smaller 
and smaller lots. Between 1980 and 1987, Supplemental 
Educational Opportunity Grant (SEOG) aid per recipient declined 
by 16.6 percent; aid in the form of loars declined by an average 
of 14.5 percent per person; college work-study aid per recipient 
declined by 15 percent. Only aid in the form of Pell Grants 
increased by 17.5 percent per person. 

We are here today because of one of the unanticipated 
consequences of the federal government's decision to distribute 
mos of its financial aid dollars in the fo::m oC loans. We are 
here because large numbers of those students who accept "^hese 
loans do not live up to their obligations to pay them back. 

We in NAPBO share the concerii over the high default 
rates and the even higher dollar amounts thau these represent. 
We are concerned because we recognize that for every dollar the 
feieral government spends to cover loans on which students have 
defaulted, it sacrifices a dollar that could have been spent on 
financial aid to students who desperately need it. Wi pledge our 
institutional efforts to continue to counsel students concerning 
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their obligations. We will also continue to help track down 
those who fail to keep their promise to repay the debts they 
incurrc'd under the guaranteed student loan program. 

We recognize, however, that some of the solutions now 
being proposed for addressing the problem of defaults on 
guaranteed student loans run the risk of penalizing some of the 
very institutions that have been in the forefront of educating 
the students that the financial aid was designed to help in the 
first place. The historically Black colleges and universities 
are opposed to any legislation that would deny participation in 
the federally funded guaranteed student loan program to 
institutions whose former students have a default rate that 
surpasses a stipulated threshold. 

We oppose such legislation not because we support loan 
defaulters. Our opposition stems from the failure of this 
proposition to recognize that our institutions, which have good 
records of participation in many federally funded programs, would 
be among the first to pay the price for enrolling poverty 
stricken students who are among those who represent the greatest 
credit risks. 

Any proposal for recouping loans to lower income 
students must recognize that many of these students should have 
been recipients of grants in the first place. They apply for 
loans because this is their only mei»<is of attending school. For 
many of these students, even the smallest debt imposes an undue 
burden on them and their parents. Yet, the datd show that the 
overwhelming majority of low income student^j do rep^y their 
loans. Those who graduate from college are nine times more 
likely than not to repay that which they owe^ 

But there are those who do not graduate from college/ 
who are among those most likely to default on their loans. These 
are the students who are likely to be caught in a vicious cycle 
of underachievement and unemployment. Many of them enter college 
with minimal skills and qualifications - their underpreparation 
itself oftentimes being a consequence of poor schools and 
inadequate counselling. • 

The absence of sufficient academic support services 
often makes it impossible for these students to overcome the 
deficits in their secondary school training, with the consequence 
that many of them leave college for academic reasons. Still 
others have to leave college because despite their loans, they 
cannot afford the expenses. With no college degree and little 
else to qualify them for a job/ they are primed to join the 
masses of unemployed found in our inner cities and in many small 
towns. Rerayment of college loans can then become just another 
obligation that cannot be met. 

The legislation being proposed by Chairman Williams 
avoids taking punative action against colleges and universities 
for decisions over which they ultimately have little or no 
control. In "ihat respect, it is an improvement eve other 
proposals for dea:^,ig with the problem of student ' >an 
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defaulters. Nevertheless, it too contains certain provisions 
that are a cause for concern. For example, the proposal for a 
thirty day delay in disbursing loan funds to first time borrowers 
will place an extra financial burden on the colleges that already 
face serious cash flow problems. 

Of equal concern is the fact that under the guise of a 
"program audit" of those institutions with very high default 
rates, the Department of Education has the right, virtually carte 
blanche, to conduct general audits; investigate administrative 
procedures; investigate recruitment, adm.ssions and retention 
programs; assess advertising and marketing strategists; and 
inquire into many other areas that are not demonsitrably related 
to an institution's default rate or the size of its default 
dollar total. It is not hard to imagine the abuses that can 
occur given such broad legislative prerogatives. 

In light of these concerns, and given the relatively 
short time in which we had to review the proposed legislation, 
those of us in NAFEO would appreciate an opportunity in the 
post-hearing period, to comment further on the specifics of the 
Chairman's bill and that proposed by Mr. Coleman. 

In concluding thia brief presentation today, may I 
stress again that the problem of recouping student loans is 
related to the broader issue of providing adequate public support 
l:or higher education. While we are searching for an answer to 
unacceptably high loan default rates, we rcust njso find a 
solution > the problem of the perennial underfunding of higher 
education. We must increase financial aid to individual students 
as well as to programs designed to enhance their success in 
college if we are to regain the competitive edge in those fields 
for which a college education is mandatory preparation. 

Nowhere is that mandate more compelling than in the 
area of education for Blacks and other minorities. One report 
after another recites the same statistics on the decade long 
decline in Black enrollment in higher education, and one after 
another calls for redoubling our efforts to stem that downward 
trend. But the bottom line in all the proposals requires an 
increase in spending and a major commitment of time rind effort. 
To date, neither the federal government, the states, nor the 
individual colleges and universities have made, the type of long 
term and sustained commitment that will be necessary to ensure 
equity of access and equal opportunities for success for Blacks 
in higher education. Had such a commitment been made in the 
seventies to safeguard the gains from the sixties, the Black 
enrollment picture would look very different today. Let us not 
look back on the eighties and nineties, from the vantage noint of 
the 21st century, and regret our failure to act when there was 
St* 11 time to make a difference. 
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Mr. WiLUAMS. Mr. Nicholas. 

STATEMENT OF FREDDIE W. NICHOLAS, PRESIDENT, JOHN 
TYLER COMMUNITY COLLEGE, CHESTER, VA 

Mr. Nicholas. Mr. Chairman, we thank you and the subcommit- 
tee for this timely legislation and this timely hearing. 

I am Freddie Warren Nicholas, President of John Tyler Commu- 
nity College in Chester, Virginia, a part of the Virginia comprehen- 
sive system of public community zolle^^es including 23 colleges and 
33 campuses. 

I am a member ot the Board of Directors of the American Asso- 
ciation of Community and Junior Colleges, and I am also a former 
Executive Vice President of Virginia State University, a predomi 
nantly black institution, and one of the NAFEO colleges which my 
colleague just referenced. 

About the John Tyler Community College, the college was found- 
ed in 1967 following legislation of the Virg^'jia General Assembly 
under Governor Godwin which created tb . system and 23 colleges. 
John Tyler Community College io located just 15 miles south of 
Richmond on Interstate 95. 

In the fall of 1987 we enrolled 5,124 students. Among that 5,124 
students, 86 percent of those students worked either full-time or 
part-time. Most of our students— 8C percent— are part-time stu- 
dents. They come to us from industry and business. They come to 
us not seeking degrees, m..ny of them, but they come seeking 
CO rses in order that they might upgrade their working skills and 
upgrade their upward mobility in business and industry. 

Mr. Chairman, our hats are off to you on thfs superbly construc- 
tive bill which, in view of the nation's community, technical, and 
junior colleges, effectively addresses the two most urgent dilemmas 
faced in Federal assistance for students, number one, the ^ocus, vi- 
tality, and viability of the Pell Grant program, and, number t.vo, 
the crisis in student loan defaults. 

The Student Default Initiative Act of 1988 proposes a most signif- 
icant step in student aid since the formulation of the Pell Grant, 
itself, which is the provision to make the F.xi Grant an entitlement 
at the level of $2,700 annual grant. 

Lor^king back over the history of title IV programs, it was unfor- 
tunate that the Congress made the guaranteed student loan an en- 
titlement without first making the Pell Grant an entitlement. Pell 
Grants were always meant to serve as the foundation of college 
access for needy students, and while that remains their intent 
today, their ability to fulfill It has been compromised by the grow- 
ing imbalance between grants and loans. 

It seems obvious that the high cost of GSL defaults, coupled with 
the deficit pressures on the national budget, have cut deeply into 
Congress' ability to keep Pell Grants funded at levels consistent 
with inflation. 

We prefer, Mr. Chairman, not to see the formula of the 1986 
amendments for annual increases in the Pell Grant maximum 
overwritten by this single standard of $2,700 that your bill pro- 
poses. Given this feature of your bill, we urge that the $2,700 index 
be indexed to meet future cost increases. 
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The same standard should also apply in the cost of attendance 
allowance, and it, too, should be indexed to me^ future cost in- 
creases. 

Mr. Chairmaii, we surely share the broad concer** in Congress 
over student loan default rates, and the determination of this com- 
mittee to reduce those rates to rectify abuses of the program. 

As a branch of higher education that serves the largest enroll- 
ment of both economically disadvantaged and minority students, 
the community colleges surely share that determination. 

Perhaps it was Congressman Ford of Michigan v/ho first said 
that for economically disadvantaged students "loa^js do not provide 
equity; they create more inequity." That view prevails with most 
community college financial aid officers across the country. 

The typical community college aid officer does everything he or 
she can to discourage the neediest aid applicants from turning to 
guaranteed student loans or other loans if there is any hope that a 
combination of grants and work study assistance will get the stu- 
dent through the school year. 

No other branch of \igher education can match the pain that 
community colleges see among needy students and working adults 
whose college and career ambitions are victimized by economic 
hardship and debt, yet our colleges readily recognize the impor- 
tance of the loan option in the lives of many of our students, espe- 
cially the single parents, working adults, displaced workers, and 
their wholly independent students, among others who have no 
assets or family resources to apply to a college cost. 

Ironically, the population that most needs the grants and loans 
to realize their career goals may well be the potential work force 
that will make or break our country over time in global economic 
competition. 

This concern explains why community colleges so atrongly sup- 
port restoration of employee educational a Jstance as section 127 
of the tax code. 

Mr. Chairman, we recognize the cost containment value of your 
proposal to limit the number of academic years and portions of aca* 
demic years that Pell Grants should be available for the comple- 
tion of both two-year and four-year degrees. Such limitations will 
help to maintain the viability and the integrity of the PeP Grant 
propram. 

Community colleges wll surely be rev,eptive to giving entrance 
inte> views and counselling to all first-time students, first-year bor- 
rowers. This is standard among many coninunity colleges today. It 
is standard at the John Tyler Community Colleges. 

We support delayed loan disbursement for these students. De- 
layed loan disbursement is VCCS— Virginic» Community College 
System— policy in Virginia, and I feel it is a major factor in our 
comparatively low default rate among community colleges in Vir- 
ginia. 

We are also pleased to see the bill provides for disbursement of 
loans in multiple payments as Kansas City Metropolitan Communi- 
ty College chancellor William Mann proposed at your Belmont re- 
treat. 
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Lenders in the past have exacerbated the default problem when 
they rush payments of the whole loan to the students before they 
complete their first term of study. 

Equally sensible are the provisions thai would do the following* 
allow institutions to cancel or reduce disbursement of a second 
GSL installment to students who withdraw or who receive addi- 
tional aid from other sources; deny ' ^ademic transcripts to borrow- 
ers who default on any title IV loan; ban aid to institutions that 
use agents working on commission to recruit students; disallow 
supplemental loans to applicants who have not first applied for a 
Pell Grant and GSL. 

Our main reservation about the bill, Mr. Chairman, is that it 
calls for proportional tuition refunds. Though community colleges 
show their respect for and commitment to consumer rights through 
their traditionally modest tuition, we stand with the rest of higher 
education in seeing this step as a grave and unwarranted Federal 
intrusion into institutional autonom3' and State and local author- 



It opens institutional commitment and academic relations to dis- 
ruption by the flimsiest of student whims. 

In closing, Mr. Chairman, we emphasize, again, our appreciation 
for this well-crafted and constructive bill, Your Belmont Retreat 
created a very solid foundation for addressing the shortcomings 
and abuses of the student loan programs. 

The community colleges in Virginia and across the nation want 
to worlc closely with you in turning the bill into law before the 
100th Congress ends. 

Again, Mr. Chairman, we thank you for the opportunity to par- 
ticipate in these hearings. 
Mr. Williams. Well, we're grateful to you, as well. 
[The prepared statement of Freddie W. Nicholas follows:] 



ity. 



ERLC 




88 



Testimony 
on the 



Student Default Initiatives Act 



by 

Freddie Nicholas 
President 
John Tyler Coraiaunity College 
Chescer, Virginia 



Subcommittee on Postsecondary Education 
U.S. House of Representatives 
June 14, 1988 



89 



Hr. Chftlnaan, wo thank you and the Subconalttee for this timely 
legislation and this timely hearing. I am Freddie tf. Nicholas, President of 
John Tyler Community College, part of Virginia's comprehensive system of public 
community colleges. I am a member of the Board of the American Association of 
Community and Junior Colleges. I a\ also former Executive Vice President of 
Virginia Sta'.3 University at Petersburg. 

Hr. Chairman, our hats are off to you on this superbly constructive bill 
which In the view of the nation's community, technical, and Junior colleges 
effectively addresses the two most urgent dilemmas facing federal assistance 
for students: 

1) The focus, vitality and viability of the Pell Grant program; 

2) The crisis In student loan defaults. 

The Student Default Initiative Act of 1988 proposes the most significant 
step In student aid since the formulation of the Pell Grant Itself which Is 
the p:.ovlslon to nake the Pell Grant an entitlement, at the level of a $2,700 
annual grant. 

Looking back over the history of Title IV prograjss. It was unfortunate 
ti.«t Congress made GSL an entitlement without first making Pell Grants an 
entitlement. Pell Grants were always meant to serve as the foundation of 
college access for needy students, and while that remains their Intent, their 
ability to fulfill It has been compromised by the growing Imbalance between 
grants and loans. It seems obvious tha^ the high cost of GSL defaults, coupled 
with the deficit pressures of the budget, has cut deeply Into Congress* ability 
to keep Pell Grants f' tded at levels consistent with Inflation. 
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Vo would prefer, Mr. ChalraAn, nor to soo tho foraula of tho 1986 
Anendaencs for annual Increases in the i*ell Grant maxloua overriden by the 
single standard of $2,700 that your bill ^^roposes. Clven this feature of your 
bill, ve urge chac the $2,700 be indexed to coeet future cost Increases. 

The soise standard should also apply in the cos t-of -attendance allowance, 
and ic too should be Indexed to meet future cost increases. 

Mr. Chalnsan, we surely share the broad concern in Congress over student 
losn default rates and the determination of this Cosaltteo to reduce those 
rates and rectify abuses of the progran. As che branch of higher education 
that serves the largest enrr iacnts of both econoalcally disadvantaged and 
alnorlty students, the coisaunlty colleges surely share that determination. 

Perhaps It was Congressoan Ford of Michigan who first said that for 
econotalcally disadvantaged students, "lo ns do not provide equity . . . they 
create taore Inequlcy.** That view prevails with cost coitaunlty college 
financial aid officers across the country. The typical coiuaunlty college aid 
officer docs everything he or she can to discourage the neediest aid applicants 
from turning to Guaranteed Scudent Loans or other loans, if there is any hope 
that a combination of grants and work- study Assistance will ^et the student 
through the school year. No one other branch of higher e'^ucation can natch the 
pain that community colleges see among needy students 4id working adults whose 
college and career ambitions are victiaized bv economic hardship and debt. 

Yet our colleges readily recognize the importance of the loan option in 
tho lives of many of our students especially single parents, working adults, 
displaced workers and the wholly independent students, among others, who have 
no assets or family resources tc apply toward college costs. 
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Ironically, the populations that nost need the grants and loans to realize 
their career goals aay well be the potential workforce that will aake o» break 
our country over tine in global econoaic cospetition. This concern explains 
why cocaunity colleges so atrongly support restoration of ccQployoe educational 
assistance as Section 127 of the tax code. 

Mr. Oairxsan, we recognize the cost contairusent val te of your proposal to 
liait the nusber of acadr* years and portions of acadenic years that ell 
CrAnts should be available for the cospletion of both two-year and four -year 
degrees. Such liaitations will help to oaintain Che viability and it -jgrity of 
the Pell Grant prograa. 

Comsunity collegea will surely be receptive to givin^ i.trance interviews 
and counseling to all firat tine, first-year borrowers. This ia standard 
practice already with nost two*year colleges. 

Ve support delayed loan difbur?eaent for these ^tuJanta. Ve are also 
pleased to see the bill orAVide for disbursement of loans in aultiplo paynents, 
as Kansas Ciuy Metropolitan Coostunity College Chancellor Villian Mann propos<;d 
at your Belaont retreat. Lenders exacerbate the default problea when they rush 
payaents of the whole loan to the students before they cosplote their first 
Cera of study. 

Equally sensible are the provisions that would: 

■H- allow institutions to cancel or raduce disburseaent of a second 
CSL installaent to students who withdraw or who receive additional 
aid froa other sources; 

-H- deny academic transcripts to borrowers who default on any Title 



IV loan; 
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-H- ban aid Co Insdcuclons chac u.<:e agents working on coisalsslon Co 
recruit scudencs; 

++ disallow Suppleaencal Lons for Scudencs (SLS) Co appllcancs uho 
have noc flrsc applied for Pell Orancs and GSL> 

Our sain reservadon abouc che bill. Mr. Chairman. Is Ics call for 
proporclonal culclon refunds. Though cosaunicy colleges show their respecc 
for, and co&alccscnc Co. consuaer rlghcs chrough chelr cradlclonally codes c 
Culclons. we stand wlch Che rest of higher education In seeing this step as a 
grave and unwarranted federal Intrusion Into Institutional autonooy and state 
and local authority. It opens Institutional cocaltscnt and academic relacions 
to disruption by the flimsiest of student whims. 

In closing. Mr. Chairman, we emphasize again our appreciation for this 
carefully crafted and constructive bill. Your Belmont retreat created a very 
solid foundation for addressing the shortcomings and abuses of the student loan 
programs, fhe community colleges want to work closely with you in turning the 
bill Into law before the lOOth Congress ends. Thank you again for this 
opportunity to testify. 
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Mr. WiLUAMS. Mr. Shefrin. 

STATEMENT OF DAVID S. SHEFRIN, PRESIDENT, COMPUTER 
PROCESSING INSTITUTE, INC., EAST HARTFORD, CT 

Mr. Shefrin. Mr. Chairman, before I make my brief testimony 
there IS a specific Association of Independent Colleges and 

bchools— comments on each of the provisions of the bill as part of 
my testimony, a new, specific proposal to majcimize Pell and reduce 
the student loan in the first few years, and finally a report on spe- 
cific comments about the GAO report. All of these will be adden- 
dums to my comments. 

The Computer Processing Institute has been in existence for 25 
years and has a membership of 7 schools located in Bridgeport, 
Hartford, Waterbury, New Haven, and other major cities in Con- 
necticut. We service the major insurance, bankhig, and manufac- 
turing industries of Connecticut. Approximately 1,600 students are 
enrolled m my schools. 

Training consists of computer-related courses ranging from data 
entry to word processing to computer operations to computer pro- 
gramming to electronic repair. At CPI we are focusing in on the 
scholastically disadvantaged. They come to CPI for short-term 
courses which results in good jobs. The placement rate is over 90 
percent. We have been very successful in achieving JTPA contracts 
on a performance-based contract basis— we get paid after we place 
a student m the job. 

^'^^^^f sociation of Independent Colleges and Schools was found- 
ed in 1912 and now has a membership of over 660 diverse business 
schools, of which CPI is a member. Its institutions range from busi- 
ness to specialized schools offering training of up to one year in 
length, junior and senior colleges offering recognized associate and 
baccalaureate degrees. Approximately 750,000 students are enrolled 
in these institutions. 

AICS, in concert with other representatives of the higher educa- 
tion and finance communities, participated in the Belmont Task 
J^orce, and with minor exceptions support these recommendations, 
i^iso, the association has responded to the chairman's request for 
even more detailed recommendations, which were submitted to him 
in March of this year. 

Fd like to focus on a few matters which have major concerns for 
me. 

I have also included a proposal regarding the Pell Grant because 

^^^^^ substantially reduce defaults in the loan program. 

Ihe first thing on which I would like to comment is the relation- 
ship between the declining amoant of grant aid available and the 
increasing need to borrow pay for a college education. 

A recent "New York Times" article quotes you, the chairm.in of 
the subcommittee, as saying, "I would prefer that Congress go back 
to the original intent that middle-income students be eligible for 
loans, and low-income students for grants.** I concur with that ob- 
servation, and I would like to propose a change in the Pell Grant 
program which I believe would result in fewer defaults. 
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While less than a decade ago loan aid represented 17 percent of 
the students aid package, today it represents over 50 percent of the 
aid, primarily due to non-loan aid being reduced in real terms. 

We propose that the Pell Grant be increased ^o $4,800 for the 
first-year student attendance with the reduction of the Staffed 
Guaranteed Student Loan for the first-year student. Thereafter, 
the Pell Grant maximum would decrease in each subsequent year, 
and the use of student loans would increase. 

For example, the Pell Grant maximum for the second-, third-, 
and fourth-year student would be $4,000, $3,200, and $2,400 respec- 
tively. A detailed chart is attached for your further information. 

However, I caution the committee not to eliminate the Stafford 
Loan Program for those who aren't needy since the availability of 
Stafford Loans for cost of attendance-related expenses is very im- 
portant. 

For example, the AFDC mother who comes to CPI needs grant 
money as well as Stafford Loan to cover tuition and other educa- 
tion-related expenses. She must not be excluded from loan pro- 
grams. 

The benefit to the proposal is that those students most likely to 
default would not be burdened with large loans, and those students 
who have demonstrated academic persistence, and, therefore, who 
are more likely to repay, would receive more loan aid. We believe 
that this result is consistent with the original objectives of both 
programs. 

It is most important that these needy f ':udents who are attempt- 
ing to better themselves hy getting useful skills so that they ca-i 
eriler the work force and leave the welfare roles not be burdened 
by student loans or the perception that they have inherited finan- 
cial burdens through student loans. This perception encourages 
dropouts and subsequent defaults with an immediate return to the 
comfort of the Welfare roles. 

The proposal to delay Stafford Loan disburse oients for 30 days 
could work, but would require an effective use of electronic trans- 
fer of funds under the Pell Grant program. It is important that the 
student have the money available at the beginning of the education 
process for indirect expenses. For this reason it is necessary that 
the Pell disbursement be increased from 50 percent to 60 percent 
for the express purpose of covering these indirect expenses. 

However, the increase from 50 to GO percent will only be helpful 
if we increase the Pell Grant funds from $2,200 present to a signifi- 
cantly higher amount. Without this increased level of Pell, even at 
60 percent first disbursement will not be enough for indirect ex- 
penses since the entire 60 percent disbursement would have to be 
used to cover tuition. * 

In my own state, Connecticut, we have made an informal agree- 
ment with the Commissioner of the Department of Human Re- 
sources which provides social serivce counselling to Welfare and 
AFDC recipients. The informal agreement provides that Welfare 
counsellors will refer clients to our school for the specific purpose 
of technical training with resulting placement in entry-level jobs in 
the related computer field. 
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In consideration of these referrals we have agreed to refund the 
entire student loan to the lender if the student drops within the 
first 30 days of attendance. 

The commissioner has entered into this informal agreement 
based upon his conviction that the skill training is an important 
and necessary step in the bridge between Welfare and the world of 
work At the same time, for those who drop out of the program 
within the first 30 days, there should not be the burden of a stu- 
dent loan obligation. 

While the program was recently started and there aren't any 
tangible results, we believe that the program will work. We also 
will depend upon the use of Pell Grant funds to cover our costs for 
those who drop out within the first 30 days. 

In any event, there will be a built-in default provision since those 
who drop out within the first 30 days will not be candidates for stu- 
dent loan default. 

It would appear that because certain states require— Fm on clock 
hour versus credit hour. On April 5 the Department of Education 
issued final relations governing the authority of an institution to 
measure its academic programs in either clock or credit hour. This 
final rule has caused considerable concern at postsecondary institu- 
tions throughout the United States in that it would adversely 
affect institutions in approximately 25 states based upon how Gen- 
eral Counsel Office interpret? the regulations. 

It would appear that because certain states require the proprie- 
tary institutions—and for that matter many other higher institu- 
tions—refer to the number of hours of attendance on license appli- 
cations, these proprietary institutions will be penalized with regard 
to specifying that their courses are based upon credit hour. The 
issue IS a highly complex one, and there is not sufficient time to 
discuss it today. 

I have enclosed for your information a brief overview of the issue 
and reasons why further action must be taken by the Congress to 
clarify this matter. 

We thank the Congress for the expeditious action last Tuesday in 
passing a provision which would delay implementation of these 
parts of the regulation which deal with the interpretation of State 
approval. 

We also compliment the chairman and the co-sponsors of this bill 
for including what we believe will be a permanent clarification of 
the policy, specifically I refer to that part of the bill in which you 
describe an academic year as 720 hours. 

Further, the provision which states that unless the States specifi- 
cally prohibited measurement in credit hours, or only specifically 
gave authority to measure in clock hours by law or regulation, the 
institution would be able to measure under either clock or credit 
hour so long as that measurement v/as approved by the appropriate 
accrediting body and was consistent with the normally-accepted 
principles of course hour measur ement. 

You may ask yourself what this issue has to do with default pre- 
vention. It is a subtle relationship, but an important one. If stu- 
dents enrolled in certain programs had to measure their programs 
in clock hours they would b=^ eligible for less grant funds and would 
have to borrov/ more in ordei to meet their cost of attendance. 
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This occurs because based on current formula relationships a stu- 
dent enrolled in a credit hour program does not have to be in class 
as long as a student enrolled in a clock hour program for the rame 
academic credit of measurement. 

CPI is a credit-hour institution, and for those who are scholasti- 
cally disadvantaged, we are able to buUd skills during our 600-hour 
technical training programs. Many needy students are entering 
tJieir education process for the first time through schools like CPL 

Without the availability of credit hours to measure their 
progress, they would not be able to go on to other higher education- 
al institutions following the completion of their technical course at 
CPI, which would be a distinct disadvantage to them. 

As you know, credit hours are the coin of the realm in academia. 

Finally, I would like to touch upon the issue of commissions and 
non-employees providing educational service. 

At CPI our admissions representatives are excluded from the fi- 
nancial aid process, and this exclusion is our safeguard against any 
potential wrongdoing regarding the administration cf Federal fi- 
nancial aid funds. 

However, the banning of commissioned sales persons appears to 
be an over-reaction on the part of the drafters of the bill to prevent 
perceived abusive practices. 

As an entrepreneur and a businessperson, it is important that we 
provide incentives to properly train recruiters and admissions per- 
sonnel to attract applicants for our training programs. This is a 
free enterprise issue and should not be confused with certain safe- 
guards which could be or are already in place, such as the licensing 
of surveyors and the complete separation of admissions personnel 
from the financial aid process. 

You should also know that the current GSL regulations prohibit 
an admissions person from discussing the availability cf student 
aid. 

We believe that the key issue in all of recruitment and admission 
matters is whether the people conducting these matters are under 
the control of the institution. In that regard it is important to focus 
on the requirement that employees should be involved in the proc- 
ess and not third party contractors. We believe that this will elimi- 
nate much of the real or perceived abuses in the recruitment ad- 
missions process. 

Employees are responsible to the president, owner, operator of 
the institution, and are much more likely to be knowledgeable 
about the institution and the program it provides. 

With the hope that this statement has been helpful, I would be 
happy to answei uny questions. 

Mr. Williams. Thank you. 

[The prepared statement of David Shefrin follows:] 
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Good morning distinguished nezabors of the Subcoumittec. Thank 
you for the oppoi'tunity to provide input during this hearing on a 
very important oatter. I would like to address certain key points 
which are of particular interest to ay institution and to the 
meabers of the Association cf Independent Colleges and schools 
(AICS) regarding the proposed bill. 

Overview of tho Computer Procossing Instituto <CPI) and the 
Association of Independent CollCrges and Schools (AICS) 

Conputer Processing Institute (CPl) 

Computer Processing Institute (CPI) has been in existence for 
25 years and has a aezc^ership of seven schools located in 
Bridgeport, Hartford, Waterburg, New Haven and other major cities 
in Connecticut. We service the major insurance, banking and 
manufacturing industries of Connecticut. Approximately 1600 
students are enrolled in these schools. 

Training consists of coaputer-related co^irses ranging from 
data entry to computer word processing to computer operations to 
computer prograaaing to computer electronic repair. AT CPI, we are 
focusing in on the scholastically and economically disadvantaged. 
They come to CPI for short-term courses which result in good jobs. 
The placement rate is 90% of those who graduate — CPI has been 
very successful in achieving JTPA contracts on a performance-based 
contract basis. 

Agsociation of independent Colleafts an d Schools /AICS) 

The Association of Independent Colleges and Schools was 
founded in 1912 and now has a membership of over 660 diverse 
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business schools and colleges and another 540 branch campuses, its 
institutions range froa business or specialized schocls offering 
training of up to one year in length, to junior and senior colleges 
offering recognized associate and baccalaureate degrees. Approxi- 
aately 750,000 students are enrolled in these institutions, 
representing a broad range of incoae and racial backgrounds. 

Overview of Response to Draft Bill 
In general, the Association of Independent Colleges and 
Schools (AICS) supports the bill as provided to AICS with few 
exceptions. Many of the proposals set forth in this bill are 
consistent with AICS recoaaendations aade in a paper presented at 
cur annual convention in October, 1987 entitled "Myths, Facts and 
Recooaendations Regarding student Loan Defaults." Further, AICS, 
in concert with other representatives of the higher education and 
finance coaaunities, participated in the Belaont Task Force, and 
with ainor exceptions, supports those recoaaendations. Also, the 
Association has responded to the Chairaan's request for even aore 
detailed racoanendations which were subaitted to hia in March of 
this year. 

A detailed response froa AICS to each of the bills' provisions 
is enclosed for your further review. There is not sufficient tine 
to discuss all the natters. Therefore, I would like to focus on 
those with which wo have najor concerns or we believe should be 
Bodified. Also, I hava included a proposal regarding the Pell 
Grant program because I believe it will substantially reduce 
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defaults in the loan prograss. 
Rel^Monghip Batvftftn Loans a nd Granta 

The first area on which I would like to comment is the 
relationship between the declining amount of grant aid available 
and the increasing need to borrow to pay for a college education. 
A recent Nqv Ygrh Tlmefl article quotes Representative p&t Williams, 
chairman of this Subcommittee, as saying "I would prefer that 
Congress go back to the original intent: That middle-income 
students be eligible for loans and low- income students for grants." 
I concur with that observation and would like to propose a change 
in the Pell Grant program which I believe would result in fewer 
defaults. While less than a Jecade ago loan aid represented 17% of 
a student's aid package, today it represents over 50% of the aid 
package, primarily due to non-loan aid being reduced in real terms. 

I propose that the Pell Grant be increased to $4,800 for the 
first-year student attendance with a reduction of the Stafford 
Guaranteed student Loan (Stafford Loan) for the first-year student. 
Thereafter, the Pell Grant maximum would decrease in each 
subsequent year and the use of student loans would increase. For 
example, the Pell Grant maximum for the second, third and fourth 
year student would be $4,000, $3,200 and $2,400 respectively. A 
detailed chart is attached for your further information. 

However, I caution the Committee not to eliminate the Stafford 
Loan program for those who aren't "needy," since the availability 
of Stafford Loan funds for "cost of attendance" related expenses is 
very important. For example, the AFDC mother, who requires a Pell 
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Grant as well as the Stafford Loan to cover tuition and other 
education-related expenses, oust not be excluded fron loan 
prograns. The benefit to the proposal is that those students nost 
likely to default would not be burdened with large loans and those 
students who have denonstrated acadenic persistence and, therefore 
who are more likely to repay, would receive nore loan aid. I 
believe that this result is consistent with the original objectives 
of both prograns. 

In conclusion, it is nost inportant that those needy students 
who are attempting to better thenselves by getting useful skills so 
that they can enter the work force and leave the welfare rolls, not 
be burdened by student loans or the perception that they have 
inherited financial burdens through student loans. This perception 
encourages dropouts and subsequent defaults with an inaediate 
return to the "confort" of the welfare rolls. I think it is 
important that you address these issues as we react to Congressman 
Williams' concerns about "using grants for low-income students and 
loans for middle-income students 



nelny of Stafford T^?in Dis bursement 

The proposal to delay Stafford Loan disbursements for 30 days 
could work but will require an effective use of electronic transfer 
of funds under the Pell Grant program. It is important that the 
student have the money available at the beginning of the education 
process for indirect expenses. For this reason, it is necessary 
that the Pell disbursement be increased from SOt to 60* for the 
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«>cpross purpose of covering those indirect expenses. 

However, the increase fron 50% to eox win only be helpful if 
we increase the Pell orant funds .ro» the 52,200 present „a.i»un 
1-vol to > Significantly higher amount. without this increased 
level Of Poll crant funding, even at eoX first disbursement there 
Will not be enough money available for indirect expenses since the 
entire eoX disbursement would have to be used to cover tuition 
costs 



in my own state, Connecticut, we have m,de an informal 
agreement with the Commissioner of the Oepartment of Human 
Hesources which provides social service counseling to welfare and 
AFDC recipients. The informal agreement provides that welfare 
counselors will refer clients to CPX for the specific purpose of 
technical training, with resulting placement in entry-level Jobs in 
the rolatod conputer field. 

In consideration of these rsfe--ain t_.« u 

--reals, v,Q hav6 agreed to refund 

«>e entire student loan to the lender if the student drops within 
the first 30 days of attendance, ^e Commissioner has entered in^o 
this informal agreement, based upon his conviction that the s.ill 
training is an important and necessary step in the bridge between 

^e the burden of a student loan obligation. «,ii„ ,he program was 
recently started and there aren-t any tangible results, we believe 
h»t the program will „or.. „e also will depend upon the use of 
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tho first 30 days. In any ovant, thoro will bo a built-in default 
provontion slnco thoso who drop out within tho first 30 days jiiU 
naS ba candidates for student loan default. 

Clock-Credit Wnnr rf iletil xf.^p 

on April 5, tho DepartDent of Education issued final 
regulations aoverning the authority of an institution to neasure 
its acadenic prograns in oicher dock or credit hours. This fin«l 
rule has caused considerable concern at postsecondary institutions 
throughout the United state- In that it would adversely affect 
in,titutions in approxinatoly 25 states, based on how tho EC's 
General Counsel office is interpreting the regulations. We 
anticipate that institutions currently neasuring in credit hour in 
those 25 states would have to nodify their curricula and/or student 
aid practices in order to neasare in clock hours. 

It would appear that because certain States require that 
proprietary institutions (and for that natter, nany other higher 
educational institutions) refer to the number of hours of 
attendance on license applications these proprietary institutions 
will be penalized with regard to specifying that their courses arc 
based upon credit hours. 

This issue is a highly oonplex one and there is not sufficient 
ti»e to discuss it fully here today. Therefore, I have enclosed 
for your information a brief overview of the issue and reasons why 
further action »ust be taken by the Congress to clarify the natter, 
we thank the Subconnittee and the House of Representatives for its 
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oj^odicious action last Tuesday in passing a provision which would 
doidy inplementation of those parts of the regulation which deal 
with the interpretation of state approval. 

We also compliment Mr. Williasis and the cosponsors of this 
bill for including what, we believe, will be a permanent 
clarification of the policy. Specifically, I refer to that part of 
the bill which would describe an academic year as 720 clock hours. 
Further, the provision would state that, unless a state 
specifically prohibited measurenont in credit hours or only 
specifically gave authority to measure in clock hours, by law or 
regulation, the institution would be able to measure under either 
clock or credit hour so long as that measurement was approved by 
the appropriate accrediting body and was consistent with the 
normally-accepted principles of course hour measurement. 

You may ask yourself what this issue has to do with default 
prevention. It is a subtle relationship, buc an important one. If 
students enrolled in certain progrzuas had to measure their programs 
in clock hours, they would b» eligible for lesser grant funds and 
would have to borrow more in order to meet their cost of attendance 
obligations. This occurs because, based on current formula 
relationships, a student enrolled in a credit hour program does not 
have to be in class as long as a student enrolled in a clock hour 
program for the same academic credit of measurement. Tha proposal 
to define an academic year for clock hour programs as 720 hours, 
partially reverses the inequitable treatment by the Department of 
Education in calculating course measurement. 
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CPI is a credit hour institution and, for those who are 
scholastically disadvantaged, we are able to remediate and build 
skills during our 600-hour technical training programs. Many needy 
student: are entering their education process for the first tine 
through schools like CPI. Without the availability of credit hours 
to measure their progress, they would not be able to go on to other 
higher education institutions following the completion of their 
technical courses at CPI, vrtiich would be a distinct disadvantage to 
then. As you know, credit hours are the "coin of the reals^ in 
acadenia . 

I believe that the Federal govemnent and the Department of 
Education should not be interfering with the process by which 
states, accrediting institutions, and schools measure academic 
performance. In our case, the use of credit hours allows students 
to transfer these credits to higher educational institutions within 
Connecticut while they are working, and then complete postsecondary 
degrees with very successful results. Remember that we are 
training many who would not be accepted by other institutions and 
providing the kind ' education that students need in order to be 
successful citizens in the growing service economy in Connecticut 
and our nation. 



CQitmi33ioncd Salftci 

Finally, i would like to touch upon the issue of commissions 

and "non-omployees" providing education surveys. At CPI our 

admissions representatives are excluded from the financial aid 
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process and this exclusion Is our safeguard against einy potential 
wrongdoing regarding the adalnletratlon of federal financial aid 
fxinds. 

For the type of student that we are training at CPI, many of 
whoB cone froa the ghetto and don't read newspapers or watch 
lelevlslon, It Is inportant that we coaaunlcate with then through 
the use of educational surveys at church neetlngs, conmunlty 
centers located In the development projects where they live, and 
other places. However, In all cases, CPi uses cnployees to provide 
these educational surveys. These eoployees are properly Identified 
through badges so that the person who has agreed to answer the 
questions on the survey xmderstands that the representative Is a 
CPI employee and represents CPI In every respect. only If the 
person Is Interested In further Information about CPI do we then 
refer the survey to a neaber of our admissions department for 
follow-up. Perhaps, surveyors should be licensed as real estate 
sales persons are In order to prevent certain abuses which the 
CoEtmlttee Is addressing. 

However, the banning of cotmlssloned salespersons appears to 
be an overreactlon on the part of the drafters of the bill to 
prevent perceived abusive practices. As an entrepreneur and 
business person. It Is Important that we provide Incentives to 
properly-trained recruiters and admissions personnel to attract 
applicants for our training programs. This Is a free enterprise 
Issue and should not be confused with certain safeguards which 
could be or are already In place, such as the licensing of 
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surveyors and the conpletr. separation of adalsslons personnel froB 
the financial aid process. You should also know that the current 
GSL regulations prohibit an admissions person from discussing the 
availability of student aid. 

We believe that the key issue in all of recruitment and 
admissions matters is whether the people condu<^ing those 
activities are under the control of the institution. In that 
regard, it is iapcrtjmt to focus on the requirement that employees 
should be involved in the process and not third party contractors. 
We believe that this will eliminate much of the real or perceived 
**abuse** in the recruiting/admissions process. Employees are 
responsible to the president/ovner/operator of the institution and 
are much more likely to be knovledgeaible about the institution and 
the programs it provides. 

************ 

With the hope that this statement has been helpful to you in 
your deliberations, l would be happy to answer any questions which 
you may have or provide you additional information about the 
proposals above. 
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POSITIOH OF THE 
ASSOCIATIOH OP INDEPEHDENT COLLEGES AND SCHOOLS (AICS) 
OH THE DRAFT HOUSE BILL TO PREVENT DEPAULTS 

GKNHKAL 

I. Kultiple disbursement of SLS loans. AICS strongly supnorts 
the reguii^ent Of nultiple disbursenents of SLS loans, aiSf°^n 
w o '.?nf " an organization in support of the passage of 
?;nA*>n^ ?cTcf J^®''®"^ ^"^^^ ^" ^® Supplemental Loans for 
Student (SLS) Progran by authorizing certain corrective measures. 

^ImH^f^inV'^J'vfl reporting reguircncnts. AICS supports the 
3^1^" "P^"^ delinquent loans to credit bureaus 
Snln^ i students that the delinquency will be reported. We also 
?n^??f^*.^ ^'^^^^"t guarantors to provide delinquency lists to 
i'nlS^a'i^^^^^ "--^ - the^acc^racy of the 

II. r- °' second disbursoEcnt of GSL halfway through academic 

u supports the proposal requiring lenders to release the 
second disbt^scnent no earlier than half-way through the academic 
Hulk ^ schedule provided by the institution. tSis 

would certainly resolve some of the problems and confusion 
generated by the publication of section 668.22 of tSe f!nal 
V'WCfl^^^^^^ institutions to return the proportion"of 

st^le''4^'5fo/s'^^^^ * ^^"^^^ P-y°-"^ P-^i^- in which the 

Presently, the institution often receives the second 
disbursement of GSL funds prior to the payment period in which a 
covfrel Sv^ enrolled. If the direct ^iTtion"^ costs havt been 
IZ^llf 5^ ^^''f aid, the money is disbursed to the 

student for noninstitutional costs. Therefore, the institution 

SriL".l"cS^.^\'^° happens in the case o? 

r£? oT^cP^^"" because there is only one disbursement. Regarding 
the PLUS program, there is no control over the funds since thlvarl 
J° the parent and resolution over who is rlspSnsiWe for 
returning funds has not been made by ED. "oiOAo tor 

4. Notification of loan sales to educational institutions. Alcs 
supports the requirement that lenders and holders noUfv the 
?nfS«''".2!J'*^^° institution Of higher education of 4e sale ^e 
loans. Efforts by institutions to assist in the collection mrocesi 
SSSvL >,^i^^^ communication of information taJ^s "^pJace! 

^owever, AICS believes it may be more appropriate for the mir^hasli 
of the loan to notify the education institution of the sfliT^^ 
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BQRROffERg 



1. Roqulre lenders to hold checJcs for first tise students for 30 
days. AlcS supports having the lender hold the loan of a first 
year student until the cospletion of 30 days. Alternatively, 
Congress shov.ld consider delay of certification until after 15 
calendar days of enrollment so lenders and guarantors would not 
have to prccess loan applications on borrowers who drop out in the 
first two weeks. The legislation should specify that it be 30 
calendar from the first day of class. 

Research has shown that defaulters tend to be first year 
students, froB low-income and minority backgrounds, who dropped 
out. This proposal should protect the high-risk student from 
becoming a statistic and a debtor. However, to prevent the student 
from having to drop out because of a need for funds for other 
indirect expenses incurred in pursuing an education, we support 
allowing institutions to disburse up to 60 percent of other title 
IV aid during the first payment period and to provide for an 
expedited electronic Pell need analysis processing procedure. 

2. Eligibility for GSL to be deterxdjied prior to determination of 
eligibility for SLS. AICS supports the requirement that a 
student *s eligibility for a Pell and GSL be determined before 
student is eligible for a SLS. This was demonstrated by its 
support for H.R. 4621 which included this proposal. 

3. Requirement of testing and counseling. While we support the 
dual requirement of testing and counseling for students admitted 
under the ability-to-benefit criteria, it is not clear whether this 
requirement replaces "remediation" as an alternative or is used in 
conjunction with this approach. He would not support its 
elimination as an alternative. Presently, AICS requires advising 
as part of the evaluation process. Consequently, this would cause 
no additional burden to the institution. 

However, it is not clear how the institution will "certify" 
the procedures to the Department. Presently, institutions applying 
for institutional eligibility from ED are asked to document the 
criteria used to determine "ability to benefit" on ED Form 1059. 
Will this be the vehicle? Will the Department have the authority 
to disallow certain tests or procedures? r.f that is the case, the 
Department would be becoming involved with matters of an academic 
nature which fall under the authority of the accrediting agencies, 
and not under the purview of the Department of Education. 
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^^^^ 

Will have to acquire new skills every five to ten years, it would 
be inappropriate for Congress to restrict Pell eligibility to ?Sose 
students, assuaing they are otherwise eligible. Consideration 
should be nade for students requiring reaediation in I^S^Jion 
students attending part-tiae sh^Sld'"^ Tf fordeV ^'e e^ivalent°Sf 
one acadenic year. BHUAvaxBin. oi 
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PRP^.TrrKZNT OF EDUCATION 



1. Standards for program reviews- AICS supports the provisions 
described as being the responsibility of ED. These same 
reconmendations appear in the BelBont recoiaicandations which 
included the prohibition of any LS&T actions based solely on the 
default rate of institutions. The provision requiring the 
Secretary to develop standards for conducting program reviews nay 
already be *in place i however. 

2. Default reduction activities. While we support requiring the 
Department to set aside fxinds for Default Reduction Activities, 
those activities should be specified in order to ensure that 
Congressional intent is served. 

3. Extension of Department's I£&T authority^ The e)ctension of 
the Department * s XSVS and civil penalty authority to include 
"individuals, or private for-profit organizations that contract 
with any institution to administer any aspect of the student 
assistance programs," may be a useful step for the Department. 
However, it" coverage should not ?3e limited to private for-profit 
organizatio;iS| but should include any organization that has 
contracted to administer the student aid program. The tax status 
of an organization has little or no bearing on the ability or 
willingness to administer programs in compliance with federal law. 

Many of these activities suggested as proposals could probably 
be avoided if the Department targeted more resources towards 
providing training i technical assistance and progrem revieus which 
could assist institutions and lenders prior to the violation of any 
law or regulation. 
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ooBau^?^'h^^ been^crit/ca^T/^hf"'^^"","^- education 
default rate for indicatinr»GSL default ^v"*^,, % ="°"lative gross 
default statistics tei^ to over-relro^nf schools, cross 

institutions have suggested ?hat Tnet d2t,^^^ t:^e problem. Many 
into account collectKns made on de?aSlt°l'oais."^° """^ ^° 

for >==«at"e'^o'';ar?sons''^^^^^^ definitions will allow 

manipulation of data and thrstatistl\;^"fT.*."'' prcvmt the 

"default rate" to include the annuti ;„-i^"^ recomends defining 
went into default for tL orio? ?hr«» °f 1°^"= "hioh 

available, reduced bv tSie ««n,m,.o , /^l." "hich data is 

period, as compared to the av«r,^- collected during that same 
repayment during that sam^V^i^.^^'^ are in 

reco^ize the higher propens'i1:^''^f lot^^&o t'tSdeS^i^t^i^ 

folloSJSg'l^^%^\\^- rV'el?tWng™a=^^^^^^ ^° ^'"^ 

loans (in^l^dl,^g'aSS>,tf=on:ited a^t^^thf °" 
priviSu%'??|°a'?"y:a%s°'of^« ?"«»9e of three 

"(1) HIGH RISK STODENTS.— Por «n'*^«-«- * 
s^%en^|-id"Ji^'S. u^S ?h€i^V\^ 3t^-St\^°"w^^L 
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p^RTTTOTIOHS 



adainistrators, and financial aid officers. 

1 Pftoiiire institutions to conduct antranc« interviens. AICS has 

point P^/^^^^ tine would be at the tine of the 

sign anything. .?.PP" the student is not 

^oSardof wft^""^^^^^^ ^^".^1,^ 

ea^W be f^ed betw^^ the receipt of the loan funds and the 

responsibilitias of being a borrower. 



student . 



5 Withholding of acadoBic tranocripto. The roquireu nt that 
i;stiS"wi?m.old -cado^^^^^^^ 

!Sed""irt1?e 'p°^.ptifl""l?olo"nt^° /na^y ^i-titutio„s withhold 

M-oirii,=Min^^^ 

lll^^^r%t7 is o!^^^ a^propriat?'/or ?Lso studlnts in default 
on all title IV loans. 

i;rirorSdd?ti?n:i'roS.^^^^^ the P^vi-lon is un^^^^^ 
reduce the default losses because the Financial Aid Adninistrator 
nrohahlv will not be aware of additional sources in many cases. 

the student by reducing the loan balance. 

d Restrictions on ED certification. AICS originally proposed 
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5» KandatQ a tuition rnfvin/« •^u 

Puro pro-rata refund poJfS^ i^"^' ,*I*if ""'ly believes that 6 

coscrf and would fail to V.o%^< ° increase tuition 

inveatnents Bade by an inatitutln^^^i! "ther substantial 

uS« V""^"" ^•'^ "udSnt stays in scSo^?'^""^"' °' »=«Se»?c 
little inpact on the narginal ? °^ generally has 

throughout the reoainder'lff 'the ^caSlnL t°eS! instit^ition 

the =ha^1e%\'!u^%'^e1l%^t^^rsS^^J^ „andat,d 
and preparing for a atL»t?J^ '^"""t- ^"^V costs of enrolling 

"proportionate tit.es 2" por^cv ^B^nf 7?"°' ^^^S reconnends "a 
the saae anount of tuitlnn ^?f=»lly. the school would "n^mS 
half-way point, where^ "^e i"ns?ilSt!oS"t P"^-^"" up untii^^e 

=1 o^-?ude^t"%a^i?i%-^^^^^^^^^ 

3%^^%\o-u^n^d^rst^nt ^ - ^^^^^^^ 

^rso^l."'iS'i\V"lTcs"l "-^f^i"" -ctivitiea by co»al««, . 

mmmmmm 

adlf^/""' »^i"ioni ^cti7i?i'"' ."'^ "nvassTng''tnd '?£f 

addition, action was taknn ^""ivities by non-enplovees ri 
equivalent for all ATB "students" « iti %ych=»etrj2 
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DEFAULT REOTCTTOW ACPI?FHT^ 

Tho concept of a Default Reduction Agreeaent is significantly 
better than an arbitrary default percentage trigger for teminatini 
prograo eligibility. However, we are still identifying ways to 
reduce defaults, ensure proper student aid cdninistration, and 
establish corrective oeasures. The Agreeaent should not be used as 
a vehicle to eliainate institutions. 

Tho trigger provisions arc unclear* in using gross default 
5l?fj provision is aade for collection activities. m 

addition, one aust also assuae that tha data used to deteraine the 
rates is accurate. Accurate data will certainly not bo available 
by Septaidber 30, 1988. 

An increase in prograa reviews is generally supported, 
?^^ir"r?"^ ^ ^° provide technical assistance to 

institutions. Giver, this assuaption, prograa reviews should servo 
as a aethod of prevention. 

However, aany of the procedures cited to be included in a 
review fall under the accrediting agencies' authority and not the 
Departaent's. A aore narrow focus is certainly recoamended since 
It la beyond the Departaent's authority to look at uuch areas as 
aSver??:?n|'po?iciei. ""'^ recruiting and 

°^ without a Default Reduction Agreeaent, additional 
training is needed, virtually none is provided by the Departaent 
presently. in addition, atteapts to obtain tech?iic&l aslistSSSe 
froa the Departaent often prove to be frustrating. Many aonths 
Vi^^ without the resolution of a question vhich loaves 
institutions vulnerable to liabilities. 
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ACAnKKTC C OUnSK KRAStrnKKETTT 



AlCS urgos the adoption of tho acendaent currently Included In 
the bill which would overturn Improper limitations Imposed on the 
use o£ credit hours contained In Section 600.3 o£ the Department c£ 
Education's final regulation on Institutional ellglbliltyi 
published April 5, 1988. 

Section 600.3 of the final rule permits the use of credit 
hours unless: 

o the state In which the schools Is located affirmatively 
requires the school to measure academic progress In clock 
hours or; 

o as a part of the application process for license or 
charter, the state requires the Institution to measure 
educational progratas In clock hou^tsi even though state 
law permits licensed schools to convert thereafter to 
credit hours for measurement of academic progress. 

We believe, at the very least , this regulation violates 
Congressional Intent. The House Committee Report on the Higher 
Education Amendments of 1985 chastises the Department of Education 
In Its handling of the clock hour to credit hour conversion. 

The Committee seriously questioned the statutory authority for 
such a ruling as It Is contrary to Section 432 of the General 
Educational Provisions Act (GEPA) which explicitly prohibits the 
Department from exercising any direct supervision or control over 
the curriculum I program of Instruction, or admlnlstr^itlon of an 
educational Institution. 

Vfe concur with the opinion of the Committee *'that as long as 
an educational Institution utilizes generally accepted educational 
principles and standards in evaluating its units of study or 
courses of instruction , it is incpproprlcite for the Department to 
intrude upon the institutional prerogative by locking a school into 
a singular system of unit or course measurement.** 

Analysis of tho regulatory provisions gives rise to a whole 
host of questions, some of which are: 

o This provision speaks in terms of what a ''state 

requires.** Is this intended to refer to state statute, 
state regulation, or administrative practice? 

o Does the institution eligibility regulation apply when 
the state **requires** the use of clock hours only by 
negative inference? For example, in Florida the 
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ontiroly silont on the use of credit 
hours; and the prohibition on the use of credit honr^ 
Bcrcly a Better of adainistrative inJo^^retS^ton!! 

° It secretary's rule intended to apply when the 
regulation is core pomissive than the sta?u?o? 

o Does the institutional eliqibil<tv ramiiat4rtn *. 

o D003 the regulation appi^ „horo regulation is uncertain? 

° X^iity^SSnK^^?e^?2"?^:^ ZS""^ ^"^"'^"^ 

o Finally, what does the tern "part of the anaHf^Hon 

process" nean? For exanple. Lne state! ?e^lre ""school 
^Ll^t °=P?"to approval for each course of instrSctioS 
taught. The way the rule is structured, it ia uncl^«? 
Whether this is part ot the licensing process? 

prospectively its internretation nf ho5 ?^ ^. , , '5^!"'' *° release 
and regulation during toe elioih?fl?S "i" interpret state law 

SssU- ^r^ti2r£%o-\Hi^|^^ 

?;^.^e/urtir ^^^^^^^^^^ 

insti^u%io'n°a"l ^°n"deprdenct'\nd""p"oses"^'""°" 't, """"^ ^° 
answers. At baat, it .ri^^L^^Vy^^. questions than it 

regulation will causi raBpaS?^"n?uaiSS ,„r^S.^r"="i°", °' "~ 
conplicate natters, the SplenIS2fS;on"df?e ^rJu'J^^^^'igs?! 

would™" il?^toe°f?n.°l^?«^o"^,"^ different than what we were told 
extensive dif?eron?es o?'^tate°™ios^rS3 "-ve infornation abo" 

not seen the inpact antlvsi, ""^ regulation; given we have 

are given loss than 90 d«vl ^ °' ^^"^ institutions 

interlretatioS by ?he Department o? eSi^„ "=''""9° 

put in law how ED «hn.,irt Education, it is necessary to 

i^deral student aid! neasurenent for purposed o? 

»cadeB5c cll^^l^ si?s a'?easoia'ble'sta'n'^°% P-l-i«tion of 

an academic year! "asonablo standard for what constitutes 
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Pxt^Kssal to Realign th« Relationship Between Grant and Loan Aid 

The tzibles shown below desionstrate how the Pell Grant program, 
particularly relating to the Pell aaxiiaiui and the GSL program, 
should be realigned to target aid as originally conceived by 
Congress for both the Pell Grant and GSL (Stafford) progreias. The 
BelBont Task Force appropriately noted that in the past decade the 
relationship between grant and loan aid had continuously been 
shifted to a heavier reliance on loans. 

The proposal would reconaend reducing the Pell Grant Baxinua 
froB $4,800 in the first year to $2,400 in the fourth year. 
Reliance on loans, therefore, would be reduced for those students 
in their first or second acadenic year who are laost likely to drop 
out and ultimately default. This proposal seeks a Biddle ground 
between the current prograns and that proposed by CongressBa:i 
WilliaB Ford, in which he would eliainate all Stafford (GSL) 
borrowing in the first and second year. 



SOURCE OF AID 
First Acadeaic Year 



Income 


Total Aid 


Pell 


Catnpus-BasGd or 


GSL 




0-10 


$6,000 


$4,800 


$1,200 


0 




10-12 


6,000 


4,000 


1,200 


600 




12-14 


6,000 


3,200 


1,200 


1.200 




14-16 


6,000 


2,400 


1,200 


2,400 




16-18 


6,000 


1,600 


600 


3,000 




18-20 


6,000 


800 


600 


4,000 


600 


20-22 


6,000 


400 


0 


4,800 


800-}- 


22-24 


6,000 


200 


0 


4,800 


1,000-)- 



note: For each subsequent acadeaic year, the schedule will shift 
down one level for eacn incoae category (see attached schedules). 
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SOURCE OF AID 
Second Acadeoic Year 



Incoae 


Total Aid 


£fiU 




GST. 




$0/ GOB 








0-10 


6,000 


4,000 


1,200 


600 


10-12 


6,000 


3,200 


1,200 


1.200 


12-14 


6,000 


2,400. 


1,200 


2,400 


14-16 


6,000 


1,600 


600 


3,000 


16-18 


6,000 


800 


600 


4,000 


18-20 


6,000 


400 


0 


4,800 


20-22 


6,000 


200 


0 


4,800 



SOURCE OF AID 
Third Acadealc Year 



Incopg 


Total ^Jfl 


2StlX 




or SSL 




000 


-» — — g £ , nnn 








"G^ 000 


"""■■^♦rO 0 0 




-met 


0-10 


6,000 


3,200 


1,200 


1.200 


10-12 


6,000 


2,400 


1,200 


2,400 


12-14 


6,000 


1,600 ' 


600 


3,000 


14-16 


6,000 


800 


600 


4,000 


16-18 


6,000 


400 


0 


4,800 


18-20 


6,000 


200 


0 


4,800 



600 
800+ 
1,000+ 



600 
800+ 
1,000+ 
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SOURCE OF AID 
Fourth Acadeaic Year 



Income 






CanDus-Baj5Pd 


or fiSIi 


SLS 






— $4-,-aee • 














— i— 2^8 












— iy200 


ir^&B 




0-10 


6,000 


2,400 


< li200 


2,400 




10-12 


6,000 


1,600 


600 


3,000 




12-14 


6,000 


800 


600 


4,000 


600 


14-16 


6,000 


400 


0 


4,800 


800^ 


16-18 


6,000 


20C 


0 


4,800 


1,000+ 
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Accreditation Actions 

In April, the AICS Accrediting Coaaission considered a number 
of actions which would address perceived problems, such as 
solicitation, admissions, and testing. Below are actions taken at 
that meeting which will considered by the entire AICS membership 
prior to final implementation. 

A summary of the decisions include: 

o Require CPAt or its psychometric equivalent for all ATB 
students. 

o Establish the 20th percentile of all GED and high school 
test-takers as the cut-off score for requiring the ATB student to 
take remedial education. 

o Prohibit the initiation of any non-main campus activity if 
the institution is under financial review. 

o Form an ad hoc committee to determine appropriate business 
practices at AICS institutions. «, x 

o Establish a FACT (Fast Assessment and Compliance Team) 
which would investigate and report to the Commission on alleged 
practices at AICS institutions. 

o Request any information on an institution from state 
regulatory and consumer agencies, loan guarantee agencies, state 
attorneys general, federal auditors and better business bureaus 
before taking accreditation or reaccreditation action on that 
institution. 

o Require that the ownership structure of a branch campus be 
the same corporation as the ownership of the main campus or a 
wholly-owned subsidiary of the corporate ownership of the main 
campus. 

o Require that the administration and grading of entrance- 
admissions examinations for non-high school graduates be performed 
by institutional employees other than those involved in the 
recruiting process. 

o Prohibit all (a) surveying and canvassing; and (b) all 
recruiting and admissions activities by non-employees. 

o Require any institution seeking or holding accreditation 
from more than one COPA or USDE recognized accrediting body be 
described in identical terms to each recognized accrediting body. 
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Mr. WiLUAMS. Our thanks to each of you. 
tJf\^.%n^A Shefrin, with regard to two mat- 

of .hSfnf "^•7-?'n^y'*^■^.^^ disbursement and thi pro-ratTreSfn 
of student aid dollars in the event of a student who drops out 

men^ '^^K^,^"" ^^1^ *° ™^ke the necessary adjust: 

K f "^.r""" ^'"'"S procedures to adequately prepare for the 
advent of those two proposals? Hic^aic lor me 

arfj^' S?EF«iN. I would think SO. If you recall, this is a special pro- 

S/fh«t w.^T'''r'^^l^<5i^"l^^'"" into with us 

ISn & k T- " Z®^®'" .FP^ ''l^^"*^ *o you-and there are 

triS%^h%»ht7s°kiK^^^^^ ^^^^ *° 

1pnHl°"fT" *° loa" in its entirety to the 

If c? ^"y,'"eason after counselling they drop out within the 

S I fhlnf-f^" ^^'T^I doing this, reacting to the 30-day defer' 
ral. I think It IS a good idea. It is important that the SCR be en- 
hanced so that our cost is recovered in the event that they do drop 

I think it would work and I think we could set up our bookkeep- 
ing procedures to make it work. uuuK.Keep- 

^i^y*^^""' Northeastern make a similar ad- 

mfr?studente~ ^ procedure? As you handle considerably 
Mr. Ryder. Yes. 

hJi'^A^^i^uT 5°"tinuing]. Some 35,000 I understand-would it 
for wf f? to adjust your procedures to account 

S?n5n 30-day delayed GSL disbursement and the pro-rata 

return of dollars for dropout students? 

thSn^Vw ^ ff" institution we could. I think that one of the 

the testimony is that the large, 
eJZlfftnHon*"?". ^ ibility that is not available to a smS: 
W» Wc S,?*® candidly, part of the issue here is cash flow. 
tuLnT^oTld'K" of a situation, but many Si 

So from the point of view of one very large institution, in both 
insSnHon '^^T^t''^ ^ in one way or anotheJ to the 

presfdent welcomed by my financial vice 

But reality is that we could live with both of those decisions I 
would honestly prefer that there be some thought given to rl-estab- 
erm f. no ^^vf^^^^nl?^ ^"^^ested that after 75 percent of the 
Sf;« ""T^^^^^ that 100 percent would then remain with the in- 
?ut UD Lnf^^'n'ff ^ suggested earlier, realistically the money ?s 
?tuden/Z?:iL"^ ^ additional cost to the institution if the 
?hetry begfnniig.'*'^ " " '^on^n^itment you make at 

thI^';?S^V^'*lu°^''=^"y.*h^* Pe'''=e"t of tuition, once paid at 
the outset when the commitment of a cost is made, should remain 
mth the institution. But I would not make that poSn at th" 

Mr Williams. In regard to the 75 percent threshold, I'm wonder- 
ing if establishing a fail-safe point sSch as that would in feet en- 

SS^f I'mToTn. considering wSd sa'look,' it^ 

March. It 1 m going to drop out, now is the time. 
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Mr. Ryder. Yes. 
Mr. WiLUAMS. What? 

Mr. Ryder. That's entirely possible. , 
Mr. Shefrin. My answer is yes to one and no to two. I don t 
think we could live with a pro rata, but we could live with a 30-day 
deferral. I didn't mean to imply that we could. It would be very dif- 
ficult. 

Mr. WiLUAMS. A pro-rata would be difficult for you? 

Mr. Shefrin. We have a lot of computer equipment. Most of our 
training is hands-on. It is like going to work, many of the programs 
that Northeastern does, too, and it would be a burden— financial 
burden— to pro-rate a refund. 

Mr. WiLUAMS. Would you have to raise the cost to the student in 
order to assume that? 

Mr. Shefrin. We would, but it would be very difficult to do that. 
Our tuitions are too high now. 

Mr. WiLUAMS. Doctor. , . « i 

Ms. SUDARKASA. Yes. Mr. Chairman, I spoke briefly to the con- 
cern we had about the 30-day delay in disbursement. Lincoln Uni- 
versity is State related, and perhaps this would not be a problem 
for us. But 64 of the NAFEO institutions are private; 53 public, 
either entirely supported by public funds or partly so. You all are 
aware of the dire financial straits in which some of the private in- 
stitutions have found themselves in recent years. These institutions 
depend on tuition. They depend on the disbursements in a timely 
manner, both from the Federal Government as well as from the 
student. And I believe that I can safely say that both provisions— 
that is the 30-day delay in disbursement and the pro-rata return- 
would constitute an undue hardship on some institutions, and, m 
fact, might be critical for others. . 

Mr. WILUAMS. Dr. Nicholas, would the community colleges— or 
yours, in particular— be able to adopt a billing procedure to cover 
these two contingencies? ^ ^ ^ , , 

Mr. Nicholas. Well, in relation to the delayed loan disburse- 
ments we are already doing that. We initiated a procedure process 
several years ago because an analysis of what was happening 
among the 23 community colleges in Virginia we determined that 
there were students who were entitled to these funds, and they 
would enroll and receive their checks immediately, and before the 
end of the add/drop period they had dropped out and they were 

^^So the system, under the leadership of our chancellor. Dr. Hocka- 
day, lead the way in initiating a procedure wherein across the 
system in Virginia today we do delay the funds, and we have seen 
an enormous turn-around in the default rate. 

In the latter, the proportional tuition refunds, we would not 
agree with that because commitments- as my colleagues have 
stated— commitments to the effect and the implementation oper- 
ation of the institution, those commitments are made up front, and 
if a student were to stay in college for 90 percent of the time and 
then drop out, all of those dollars are already utilized and most liq- 
uidated, and so consequently we would not agree with that section. 

Mr. WiLUAMS. Thank you. 

Mr. Coleman, any questions? 
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Mr. Coleman. Mr. Chairman, I guess Mr. Shefrin was going to 
^nnv^f^""^ '^fr o/'-esponse to the GAO report, and I don't have a 
l ^ myself Are you going to make copies for all of us? 
Mr. Shefrin. Yes, sir. 

Mr. Coleman. Since I don't have it, I can't really ask you ques- 
tions. Do you want to summarize? ■> ^ 

Mr. Shefrin. Well, I didn't prepare it. This was prepared by 
Kol -f ^^^^^een asked to submit it as part of my testimony, and I 
have it, and I'm sure we can make copies. 

Mr. Coleman. Well, let's do that, and we'll have a chance to look 
at It before I ask any questions. It may not be fair to have you 
answer the question. ^ 

ho^""" ^'''at^^"'-/"" ^^''''^ ^ computer printout were to 

be made of Massachusetts that Northeastern would be in the top 
five percent of loan volume defaulters? ^ 
^fJ!""" .R^DER. Very hard to know. I don't know the standing of the 
other institutions. My guess is no. We have, in terms, I believe, of 
actual numbers in default, as of the last official report, about three 
percent. And in terms of the total dollars, we would be somewhere 
around eight to nine percent in default. 

I have the figures for comparable institutions, so I 
wouldn t want to rank us. 

th^L But you're not really sure that you wouldn't be in 

the top five percent, either? 
Mr. Ryder. No. Not at all. 

^t^^rirP^^l^t"^- -^"i ^'"^ making, of course, is that if the 

standard that is in the discussion draft is a national standard, if we 
were to apply that to a state-by-state standard you, in fact, may be 
ensnared in this net, even though you have a very fine, and I 
would say exemplary default rate. 

Mr. Ryder. Yes. 

Mr. Coleman. Isn't that true? 

Mr. Ryder. I guess that's correct. And 

Mr Coleman. And you wouldn't think that would be very fair, 
would you? ^ ' 

okJJ'; ^ o^j^'^* because I feel that we would be 

fhi fSn'^c^f^ f ^'■^ ^I'-^dy doing so many of 

the things that the legislation proposes-holding up the transcripts 
for^ people who do not have specific exit interviews, for example. 

Mr. Coleman. Do you think that the resources of the Federal 
Orovernment would be wisely spent in dealing with you as opposed 
to other institutions? Let me ask that? v^ppv^oeu 

tJi\^^°^^-7^-f^^' ^ h^^e *o '•espond in terms of the al- 

ternative, and it would be more comfortable, quite candidly, in 
sticking with the concept that the top five percent of most offend- 
i^KuPu- ^ ^h^'^h we focused on rather than es- 

whiwT^r^ '''"1°^ arbitrary figure at 30 percent, 25 percent, or 
S ' ^^'^^^^^ f ^""^ *° we have a long, ongoing problem, 
^nli IT™""®",* ^^^""^ "PO" *he most substantial areas of 
default and then work down from there that this is the best way to 
approach it. And if we get caught in that snare, so be it. We will 
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Mr. Coleman. Dr. Nicholas, would you say the community col- 
leges would support that statement, as well? 

Mr. Nicholas. Fm not sure whether the community colleges 
across the nation— the over 1,200 community colleges— would. I 
can't answer for that entire group, and I wouldn't want that to go 
in the record. 

Mr. Coleman. Well, do you think the colleges— the only state I 
have information on right now is California— that have low default 
rates and would not be triggered on a default rate scale, should be 
triggered on a volume rate? Do you think they would think this is 
a good system, too? 

Mr. Nicholas. Probably they would. 

Mr. Coleman. They would? 

Mr. Nicholas. Probably. Pm not sure. 

Mr. Coleman. Maybe I should ask the lady who represents the 
community colleges if she could provide some witnesses that would 
testify that. It might be helpful to us, because I would think that 
they wouldn't. 

Mr. Mensel. We have California representatives here. 

Mr. Coleman. Well, we're getting out of bounds here, Mr. Chair- 
man. I m not asking for a free will offering here today, but 

Mr. Williams. Well, California is represented, so it would be val- 
uable 

Mr. Coleman. We'll hear from them Thursday, I guess. The col- 
leges, themselves, are who, I think, we're trying to deal with here. 

Well, Dr. Ryder, of course I have made the supreme mistake of 
asking a witness a question before I knew what his answer was. 
[Laughter.] 

But I will say this to you: you may be unpopular in a lot of 
places when you go around to vour certification meetings. 
Mr. Ryder. I'm used to that. [Laughter.] 

Mr. Coleman. You have a fine institution, and I think that you 
may have a fine institution but still get ensnared in this. 
Mr. Ryder. Yes. 

Mr. Coleman. And I think it would be a misuse of the resources 
of tne Federal Government, and I think it would be a drastic 
misuse of your resources to tie your people up when they re doing a 
good job 

Mr. Ryder. Yes. 

Mr. Coleman [continuing]. And let go scot free people who are 
ripping off the system in a manner that everyone on this panel 
would agree would be ripping off the system. I can*t imagine that if 
you really considered this and contemplate it that your answer 
would really be the same. 

Let me also mention that we are getting a lot more bang for the 
buck by leveraging loans than by handing out Pell Grants. And if 
you want to help people, you can help a lot more people by fulfill- 
ing loan requests as opposed to what piece-meal efforts we might 
have around here on increasing Pell Grants, and we must not lose 
sight of that fact that we're going to help a lot more people in your 
institutions, and a lot more people throughout the country by le- 
veraging loans rather than handing out grants. 

Yes, sir? 
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Mr. Shefrin. Couldn't ycu fund some of the increase in Pells by 
the in-school interest subsidy on loans and use some of those 
monies that are being spent? 

Mr. Coleman. Well, we could increase Pells by doing a lot of 
things. We're not going to get into pulling from one program or the 
other, but the point Fm trying to make is that just by leverage you 
can do much more, and if we^re trying to really meet the require- 
ments of a lot of people. We ought not to lose sight of this fact, 
even though it's great not to have to pay back monies, and the de- 
fault rates would be affected. We have to get past this position and 
look at what is happening out there with defaults and what we can 
do to help. 

As I said earlier, we have more than a default rate, we have a 
dropout rate, we have a bad educational experience rate, we have a 
low placement rate, we have a lot of other rates that are the un- 
derlying causes of the default rate. And yet we are entrusted with 
the public's monies to ensure the most efficiently-run system, and 
that is why we are trying to work on defaults as diligently as we 
are. I just make the statement again, that through loans you can 
leverage a lot more for a lot more people. 

Yes, Ma'am? 

Ms. SuDARKAsA. If I may comment, sir, we all appreciate the gov- 
ernment loan program, but it is very important to recognize that 
there is irrefutable evidence that some very strong correlation be- 
tween the grant programs that were available to minority students 
in the 1960's and early 1970's, which was primarily to black stu- 
dents, and the volume, both in terms of numbers and percentages 
of their participation in higher education, and the withdrawal of 
those programs, or rather the shifting emphasis from grants to 
loan, and the precipitous decline in black participation in higher 
education over the last decade. 

Blacks are the only minority group in this country whose partici- 
pation has consistently gone down, even in the case of Hispanics 
and Native Americans the rates have leveled off, and in some cases 
the rate of entry has not been as high as it was earlier, but th^ 
absolute numbers and percentages have not declined. 

We must recognize that we are dealing with a population that 
has a very, very high rate of poverty, that has a large number of 
students who live in single-parent homes, and that without grants 
and without an increasing percentage of grants and a larger 
threshold of grants to these students we are going to simply close 
the door of higher education to many of them. 

Access for all will simply be an illusive dream rather than a re- 
ality. 

Mr. Coleman. Well, we are already sensitive to that, and that is 
why we continue to support the grant programs. But as we get 
down to the either/ or or a chance to address the issue on the de- 
fault side, I'm not sure that it is totally constructive for us to take 
our eye off of the immediate problem, which was and is and why 
we're here and why the T.V. cameras were here early this morn- 
ing. 

They're not here to address the issue of giving more Pell Grants; 
they're here because the credibility of the loan programs is going 
down the tubes, and you are not going to be able— we are not going 
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to be able— to sustain support in this Congress and with the Ameri- 
can people as long as the perception is there and the perception is 
real because of these rates of default and the fact that the Secre- 
tary testified that almost half of the program costs or in a couple of 
years all of our funds are going to pay the cost of defaults. So that 
IS what we have to do. 

We have got a lot of balls that we have to look at, but the one 
that we have to keep our eye on in this particular piece of legisla- 
tion IS the default one, and trying to be sensitive always about 
these other issues, but that's really where I think we ought to be 
going on that. 

Mr. Nicholas. Mr. Chairman, I'd just like to make a quick com- 
ment: my colleague here mentioned the detrimental effect that this 
could have on black students. I administer an institution that is 80 
percent white and 19 percent black, and our analysis showed that 
the same kind of effect is happening to the lower socio-income 
white students who were everyday workers and who would be 
facing the same problems. I just want to mention that. 

Mr. Shefrin. Mr. Chairman, there is one more thing. I certainly 
agree Vyi:h many of the things you said about focusing on the stu- 
dent default, but the ATB student's ability to benefit— don't throw 
out the baby with the bath water. The benefit is an important issue 
here, and if we eliminate that problem we may eliminate the de- 
faults, but eliminate those who need to be served the most. 

I think that at present there are as many ability to benefit stu- 
o nn^? community colleges around this nation as in all of the 
d,000 proprietary schools. I think it is important that we retain the 
availability of Federal aid to students who can benefit from these 
various training programs. 

Mr. Coleman. I think that's a good point, and, of course, if you 
look at my legislation, I don't deal with that. We tried to deal with 
that and we did deal with it in the reauthorization. 

But you raise a very good point. I wonder if not these representa- 
tives, the representatives of the association could supply the com- 
"1^^^*'®^.,^^*^^ ;nformation, because it was brought up earlier about 

• u ^ benefit students in sectors of higher education that 
might b'* helpful to us as we address community college, four years, 
and preparatory. 

Thank you, Mr. Chairman. 

Mr. WiLUAMfi. Before turning to my colleague Mr. Gaydos, I 
want to note that if default rate has a color, it is white. The one 
overriding criteria that we know defaulters share is poverty or 
near poverty. They do not share a single color as a people. 

Mr. Gaydos. 

Mr. Gaydos. Mr. Shefrin and Mr. Nicholas had mentioned some- 
lu^ about commissioned agents, that they weren't in favor of 
them. My question is: have you considered the fact— Fm sure you 
have-jthat most of the proprietary schools that utilize commis- 
sioned agents throughout the country do so because of necessity? 
Do you have any factual proof that they are detrimental to the 
whole concept that we are talking about? 

Mr. Shefrin. I never said I was against them. I am for them. 

Mr. Gaydos. Mr. Nicholas mentioned that. But go ahead. 
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Mr. Shefrin. There are important reasons. Most proprietary 
schools are tax-paying institutions, not tax-consuming institutions. 
We have to perform in order to survive, and innovativeness re- 
quires the ability to have sales goals and incentives to sales people. 
As long as you separate the sales for admissions personnel from 
the Federal aid, and as long as you don't have third-party contrac- 
tors doing some of these surveys, which I totally oppose, that is the 
only way it can work. 

If we were to eliminate incentives I think it wouW eliminate the 
ability to attract the kind of students that we can place in 90 per- 
cent. 

It would be interesting to know that a proprietary school can't 
make money unless 30 to 40 percent of their student body comes 
from referrals, and the only way to get referrals is if you are plac- 
ing jobs. Because if you didn't have the referral base, the advertis- 
ing tag would be so high that you would never be able to make 
money. So you need good, carefully thought out incentive pro- 
grams, so I am all for them. 

Mr. Gaydos. Well, I was wondering, because the position that 
you hold would be contrary to that concept. I think you explain 
that very well. 

What about it, Mr. Nicholas? 

Mr. Nicholas. Well, I don't have any problem with it at all. I 
don't know of any community colleges that are currently doing 
that. I think my statement was that we should be sensible to the 
fact that maybe we would ban aid to institutions that use agents 
working on commission to recruit students. We see it probably as a 
way to capitalize on an agent receiving funds and maybe recruiting 
students that may not be able to benefit, or may not even want to 
attend college. 

Many things could happen on this kind of thing. I don't say that 
it is happening, but we don't have any problem with it in the com- 
munity colleges. 

Mr. Gaydos. There have been certain circles that have criticized 
the commission aspect of it, and I am glad it is put on the record 
that there is much credibility to the concept and that it is vitally 
necessary, particularly to smaller schools. 

Let me refer to the larger institutions that Mr. Ryder represents: 
they have their own methodology of doing that, because they re- 
cruit all over the country in many different ways. True there 
might be in-house personnel, but still the objective is the same, and 
the philosophy permeating the whole concept is the same. Is that 
right, Mr. Ryder? 

Mr. Ryder. I would certainly tend to agree. I think that the pri- 
vate sector of higher education is also entrepreneurial. We also 
have to deal with the reality of no predictable public revenue 
sources, and that programs have to be self-supporting or produc- 
tive. 

I think the only difference is that the institution that I repre- 
sent, and similar institutions, may be large enough so that they 
can, as part oi the. r own staff, provide the diversity of marketing 
outreach that is r^guired to get an appropriate enrollment. 

But the marketing of educational services has become a very 
complex professional activity in recent years. 
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Mr. Gaydos. Well, Tm very happy now. Now I have concrete sup- 
port when I respond to those individuals that say that these re- 
cruiters are actually diminishing the quality of the student and are 
only doing it for money and all of that criticism. So I am very 
happy to see some of our well-established educators feel that this is 
a vital and a necessary and a proper type of an approach to gain- 
ing students. 

My last question, if I may, since Lincoln University is in the 
State of Pennsylvania, and we have had your predecessor before 
the Pennsylvania delegation on many occasions, probably looking 
forward to having you there very shortly: you have no problem 
with the up-front payments as you have mentioned, I believe, be- 
cause of your endowment and your state participation; is that cor- 
rect? 

Mg. Sudarkasa. I would say that we probably would not have. 

Mr. Gaydos. And most of your referrals are done through a proc- 
ess of reputation, and particularly the geographical area of Lincoln 
and also the national reputation; isn't that correct? 

Ms. Sudarkasa. Well, that's true, but Lincoln also is involved in 
marketing and recruiting as 

Mr. Gaydos. Is that right? 

Ms. Sudarkasa. Yes. 

Mr. Gaydos. I see. A r^lar advertising process. 

I have no further questions, Mr. Chairman. 

Mr. Williams. I thank tha gentleman from Pennsylvania. 

To be sure that the record correctly reflects at least what I un- 
derstood to be the answers of the witnesses to Mr. Gaydos, two of 
them supported the provisions in the bill with regard to recruit- 
ment, and one of them opposed »t. 

Mrs. Roukema? 

Mrs. Roukema. Is that with respect to agents working on com- 
mission? 
Mr. Ryder. Yes. 

Mrs. Roukema. Mr. Chairman, I thank you for that, and just so 
that you don't think that there is so much unanimity of opinion 
here, I want you to know that I categorically oppose permitting 
any agents working on commission and I would think, Mr. Shefrin, 
that you, as a good citizen, your school doing the obvious good work 
that it IS doing, would want to ferret out those that are giving your 
industry a black eye— and it is a very black eye as far as the Amer- 
ican public is concerned. 

I think most has been said, Mr. Chairman. I think this has been 
important testimony, and each one, in your own way, has contrib- 
uted in important documentation to this hearing. 

I must, though, reinforce the statement of my colleague from 
Missouri that the purpose of this hearing, certainly, and hopefully 
th^egislation, is to focus on the growing scandal of default. 

The other side of that coin really is to know how we bring in stu- 
dents who have the greatest potential for improvement, and how 
we retain them in the system so that not only the default rate, but 
the dropout rate is diminished. I think the one problem helps re- 
solve the other, because it is certainly clear by all the evidence 
that we have that the default rate goes hand in hand, in most re- 
spects, with dropout rates. 
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Now, I would like to know with Dr. Ryder, from his own experi- 
ence, particularly since— don't I understand your university has a 
work-study component, or a cooperative 

Mr. Ryder. Yes. 

Mrs. RouKEMA [continuing]. Work program which I think is 
quite innovative. I think we should have more such programs, and 
I would like to explore that a little bit more vnth you as to whether 
or not your experience can develop a component of expanded work 
study program 'rather than just a Pell Grant program. Is there a 
correlation that you can see, or do you not see a relationship there? 

Mr. Ryder. Well, I would take the position— for obvious rea- 
sons — that it would be desirable for anyone to avoid any borrowing, 
and that a combination of Pell Grant assistance and scholarship 
aid of that kind, but combined with student effort that is income- 
producing, and a pay-as-you-go is probably the very best combina- 
tion. 

Our students— we have some 10,000 students a year working for 
some 3,000 employers, literally all over the world, with average 
earnings of somewhere around $8,000 to $9,000 per student. That 
does two things: it provides revenue that doesn't have to be borrowed 
so that the need for the GSL is less; but also it develops a kind of 
maturity and a kind of self-confidence that almost guarantees both 
subsequent employment after graduation, but also a commitment to 
the responsibility to pay back on loans. 

I would say that work-study 5s very similar and can accomplish 
many of the same purposes— especjially if it is employment external 
to the university. 

Mrs. RouKEMA. Well, I think that is an approach to which the 
committee has not, nor has the educational community, at large, 
given enough attention, in my own opinion. 

I won't belabor the point. I thank you for your contribution, and 
I just do not see that it is realistic that we can expect any major 
expansion or a significant expansion in the Pell Grant program at 
this time or for the foreseeable future. 

I would just ask your cooperation in helping us reduce the de- 
fault rate and the dropout rates. 

Mr. Gaydos. I wonder, Ms. Roukema, if you would yield to me? 

Mrs. RouKEMA. Yes. I'd be happy to yield. 

Mr. Gaydos. We had a difference before, and probably have an- 
other one now. If I may, I'd like to get a professional opinion at 
this time. I know there are those that support work-study pro- 
grams, but I've heard the other side of it, too, that in comparison to 
a^ student that is matriculating at a particular university side-by- 
side with a work-study participant, one has a chance of all type of 
amenities, all types of activities, where he is limited if he is work- 
ing. 

Some have questioned the equality of the education insofar as it 
interferes with a particular student, particularly if ha is a slow stu- 
dent. 

So there are both sides of the coin. It is not the easy answer that 
work study will pay the bill^ you don't have any loans, and things 
like that, because, again, it depends upon your background and eco- 
nomic conditions of your family historically as to whether or not 
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you go through an educational program, particularly one that is 
rather tough and demanding under a work study, or if you go 
through under a grant or maybe a loan program. 

There are those distinctions, and there are some limitations, as I 
see \t 

i do support the idea, though, fundamentally that a work study 
program does have its attributes and assets. But, again, there are, I 
thmk, legitimate criticisms of it in many, many circumstances. 

Yes? 

Mr. Shefrin. If I could just comment 

Mr. Gaydos. I want your professional opinion. 

Mr. Shefrin. I agree with what Dr. Ryder said. 

Mr. Gaydos. I don't take personal gratification in differing with 
my good friend Mrs. Roukema, either, but I just feel that way. 

Mr Shj^frin. Northeastern has a wonderful program. The 
courses tend to be longer than some of the courses m institutions 
such as mine, but I disagreed quite vehemently with the Secre- 
tary s comments this morning about rushing the word processing 
training as if it were bad in all schools. That was the implication, 
even though he might not have meant it. 

Ours is an intensive 600-hour, six-month program where we are 
able to place graduates in data entry and word processing jobs with 
very high degrees of success, with excellent results, with high 
entry-level starting salaries, and it would be impossible for stu- 
dents in our institution to work while they were taking this very 
intensive 600-hour, six- month course. 

If it were a two-year course, they might be in a position. But 
going to our school is like going to work, and they are building 
skills and on computers from the day they starts 

Mr. Gaydos. I hate self-examples, but let me just put this on 
record. I participated after a fashion in such a proCTam, and we 
had at our university a great book seminar concept where good stu- 
dents—and I Qualified on the good students; that's a self-serving 
conclusion and declaration on my part— I qualified to partici- 
pate, but I couldn't do it because I was involved in work, ancf it was 
a study of all the great books. Consequently, I don't know much 
about Plato today, see? [Laughter.] 

So I just thir.k that there is another side of the argument. I dc .I't 
know who is right or wrong, but there is another side of it. 

Mrs. Roukema. Reclaiming my time, I've got to take issue with 
my friend from Pennsylvania here and show yet another side of 
the com. 

I wouM suggest to you that you go back to your own district and 
do a survey of how many students in postsecondary education are 
currently working and extending their time working part-time and 
going to school part-time in order to get either that undergraduate 
degree or graduate degree, some of whom are using student loan- 
well, probably all of them are using student loans— most of whom 
are not getting any grants at all, and ask them what they think 
about giving grants, expanding grants to students so that students 
don t have to work or extend their school time from say a four-year 
pro-am to a six-year program. I think you're going to find out 
they re good, ail-American traditionalists that are doing it the hard 
way, and I don't think there is anything wrong with that. 
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Should we be helping people? We should certainly be helping 
people. But with scarce resources we should not be pretending that 
this is some kind of an aesthetic program where the taxpayers are 
going to widely expand the public purse by giving grants simply be- 
cause we donV want people to have to work part-time for their own 
education. 

I know that probably even in my affluent district a shockingly 
large proportion are going to school part-time and working in order 
to get either undergraduate or graduate degrees, and I simply don't 
think the v*^ngress of the United States can say to those people, 
**But there is another select group, because they are very low 
income, who are going to be totally given a grant education." I 
think there is fundamentally something wrong there. They owe 
something in return. 

Mr. Gaydos. Let me just put in the record and I will be quiet: I 
probably am going to reveal a secret ambition on my part. Td like 
to see all education free, such as the G.I. bill. When the people who 
protected this country— both male and female— got a promise from 
their government that if you serve you come home and we'll edu- 
cate you if you desire it, and you have to work hard to get through, 
the government realized a better taxpayer, higher taxpayer, and if 
you're talking about prejudice, the only argument against prejudice 
is an educated person. 

So that is my secret desire. Educate everybody under certain con- 
ditions. 

So my good friend and I just don't agree fundamentally. I'd like 
to put that on the record. [Laughter.] 

Mrs. RoUKEMA. But we do respect each other. [Laughter.] 

Mr. Williams. The gentlelady's time has expired. 

Before this panel concludes, let me say to my colleague, Mr. Cole- 
man, that although you didn't get precisely the answers that you 
wanted in your initial questioning of this panel, I do want to say 
that Mr. Coleman's questioning of the five and five in my legisla- 
tion is not without its logic, and I recognize that. 

It seems to me that we decided early on — and the Belmont folks 
emphasized this — that the problem is not so much the default rate, 
which seems to be remaining fairly stable, but rather the volume of 
dollars in default. 

So the question to us was — and if that is what is at issue here, 
can we ignore those institutions that carry more than half of that 
default volume even though their rates of default may be relatively 
low, perhaps below 15 percent in the majority? 

The answer, as expressed in this legislation, is: no, we shouldn't 
ignore them. We aren't going to penalize them, but perhaps we 
should work with those institutions who have high volumes of dol- 
lars in defaults and may have low default rates, work with them to 
see if there aren't ways that they, too, can help us. 

In the printout that Mr. Coleman mentioned we have the top 
five percent— at least I think that is what this represents— of the 
schools in California who have the top five perc^ of the highest 
default volume, and if one takes the top ten of t^^se schools you 
find that they are in default by $20 million. 
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Now, only two of those top ten schools have default rates of 
below ten percent. They are both highly regarded four-year institu- 
tions. 

Here is the thing: although their default rates are well below ten 
percent, they have ?3.5 million of those $20 million in default 
volume. 

The question is whether we can continue txy ignore those schools 
that have enormously high volume in default. Again, the answer in 
our legislation was, at least initially, let's consider what we can do 
to get those schools to help us, too. 

Well, we appreciate very much this panel's expertise and coun- 
sel. We will consider all that you have to say. You have been a big 
help to us. 

Thanks very much for coming over. 

Our final panel from today will please take the witness panel: 
that is President Manning, representing the Council on Postsecond- 
ary Accreditation; and Mary Preston, the Legislative Director of 
the U.S. Student Association. 

We're pleased to see both of you. We appreciate your patience. 

Mr. Manning, you may proceed. 

STATEMENT OF THURSTON MANNING, PRESIDENT, COUNCIL ON 
POSTSECONDARY ACCREDITATION, WASHINGTON, DC 

Mr. Manning. Thank you, Mr. Chairman. 

My name is Thurston Manning. I am the President of the Coun- 
cil on Postsecondary Accreditation, which is usually known as 
COPA. The council is a non-governmental organization of accredit- 
ing bodies and higher education organizations. It currently recog- 
nizes 14 institutional and 38 specialized accrediting bodies as meet- 
ing its provisions for recognition. 

COPA works to foster and facilitate the role of accrediting bodies 
in promoting and ensuring the quality and diversity of postsecond- 
ary education in the United States. 

I am pleased to be present to comment on the draft bill which 
Mr. Williams introduced yesterday to amend the Higher Education 
Act of 1965. 1 will confine my remarks to that on the draft bill to a 
senior section that speaks about the use of accredited status in pro- 
viding eligibility to an institution to participate in guaranteed stu- 
dent loan program; that is section 13, found on pa/je 19 of the draft 
bill. 

The section requires a 24-month lapse of eligibility for an institu- 
tion that has had accreditation terminated for cause or has volun- 
tarily withdrawn from accreditation while under a cloud. 

The action specified in this section is clear, reasonable, and 
easily enforceable. I support it as superior to the proposal of the 
Secretary of Education in criteria proposed last September for rec- 
ognizing accrediting agencies. 

I do have th ee suggestions of a technical nature to strengthen 
the provision. Mr. Chairman, with your permission, since they 
appear in the written comments, I will omit technical provisions in 
my oral testimony. 
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High default rates on guaranteed student loans have been a con- 
cern to the accrediting community, as they have been to other 
parts of the higher education community. 

In February the liaison committee between the Counsel on Post- 
secondary Education and the state higher education executive offi- 
cers considered loan defaults and adopted a resolution recommend- 
ing to both accrediting bodies and to state approval agencies that 
they loa upon a high default rate among former students of an 
institution as an indicator of possible problems in admissions, coun- 
selling, curriculum, or other parts of the institution. 

In April this resolution was considered by the accrediting bodies 
assembled at COPA's annual meeting. I can report to you that ac- 
crediting bodies agreed with this position, and regard a high de- 
fault rate as possibly indicating serious problems within an institu- 
tion. 

With that as background, I turn to the bill introduced by Repre- 
sentative Ctoleman, H.R. 3876. Section 5 of this bill, beginning at 
line 18 on page 9, deals with the decision by the Secretary of Edu- 
cation to approve an accrediting agency so that its accredited insti- 
tutions or programs will be eligible to participate in Federal pro- 
grams. 

The section would make an element of the Secretary's ('^cision 
whether an accrediting agency reviews the academic programs and 
performance of institutions vidth high default rates. 

This provision of the Coleman bill echoes what I have just noted 
as the view of the accrediting community. Attention must be paid 
to high default rate because it may signal other serious problems. I 
support this section of H.R. 3876. 

But if accrediting bodies are to use a high default rate as a signal 
of trouble, they need to have access to accurate, complete, and 
recent default rate information. 

An earlier section of Representative Coleman's bill, which also 
appears in the draft bill, is very important both to define the term 
default rate" and to require the Secretary of Education to prepare 
and publish default rate information. 

Without these provisions, the section dealing with accrediting 
agencies in Representative Coleman's bill would' be meaningless. 

Again I have two technical suggestions respecting representative 
Coleman's bill which appear in the written materials and which I 
will omit at the moment. 

Mr. Chairman, let me summarize by saying that I support the 
sections of both the draft bill and Representative Coleman's bill 
that deal with the use of accreditation in providing eligibility for 
participation in the guaranteed student aid program. 

I hope my suggestions for technical modifications are helpfiil, 
and I would, of course, be glad to respond to questions. 

Mr. Williams. Thank you very much. 

[The prepared statement of Thurston E. Manning follows:] 
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by 

TburstOD E. Manning 
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One Dupont Circle N.W., Suite 305, Washington DC 20036 



June 14, 1988 



Mr. Chaircan and oeabers of the subcoaoittee: 



Ify naae is Thurston Manning. I an President of the Council on 
Postsecondary Accreditation (COPA). The Council is a non-governnental 
organization of accrediting bodies and higher education organizations. It 
currently recognizes 14 institutional and 38 specialized accrediting bodies i 
neeting its provisions for recognition. COPA works to foster and facilitate 
the role of accrediting bodies in proQOting and insuring the quality and 
diversity of postsecondary education in the United States. 



aa pleased to be present to co=aent on the draft bill to aaend the 



Higher Education Act of 1965. I wiU confine ay reaarks on the draft bill to 
that single section that speaks about the use of accredited status in 
providing eligibility to an institution to participate in the guaranteed 
student loan prograa. That is Section 13, found on page 19 of the draft 
bill. The section requires a 24 Qonth lapse of eligibility for an institution 
that has had accreditation teralnated for cause or has voluntarily withdrawn 
froQ accreditation while under a cloud. 

The action specified in this section is clear, reasonable and easily 
enforcible. I support it as superior to the proposal of the Secretary of 
Education in criteria proposed last Septenber for recognition of accrediting 
agencies. I cake three suggestions of a technical nature to strengthen the 
provision: 



1. Eligibility of not-for-profit and public institutions can be 
obtained through preaccreditation status. The wording should 
include both preaccredited and accredited statuses. 

2. The teminology of accrediting agencies is not completely 
unifora, and the terns "show cause" and "suspension" nave 
variable neanings. The second provision would be better worded, 
"voluntarily withdrawn during the preceding 24 aonths fron 
accredited or preaccredited status after having been notified 
that tenaination of status was under consideration." 

3. Because temination of status nay occur for reasons unrelated to 
student loan matters (for example, one accrediting agency 
specifies for accreditation a ninimua size of student body) 
there should be provision for the Secretary of Education to 
shorten or eltninate the 24 month period if in his judgment this 
would not impair the integrity of Federal student loan programs. 
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Manoiag testimony Subconaittee on Postsecondary Educacloa ** Juae 14, 1988 - 2 

High default races oa guaranteed student loans have been a concern of 
the accrediting coonunlty, as they have been of other parts of higher 
education. In February the liason cocalttee between the Council on 
Postsecondary Accreditation and the State Higher Education Executive Officers 
(SHEEO) considered loan defaults and adopted a resolution recoanending to both 
accrediting bodies and state approval agencies that they look upon a high 
default rate aoong former students of an institution as an indicator of 
possible probleas in adsiissions, counseling, curriculum or other parts of the 
institution* In April this resolution was considered by the accrediting 
bodies assembled at COPA's annual aeeting* I can report to you that 
accrediting bodies agree with this position, and regard a high default rate ao 
possibly indicating serious probleas within the institution* 

With that as background I turn to the bill introduced by 
Representative Coleioan, H*R. 3876* Section 5 of this bill, beginning at line 
18 of page 9, deals with the decision by the Secretary of Education to approve 
an accrediting agency so that its accredited institutions or prograas would be 
eligible to participate in Federal prograas* The Section would nake an 
ele&ent of the Secretary's decision whether an accrediting agency reviews the 
acadeialc programs and perforaance of institutions with high default rates* 
This provision of the Coleaac bill echoes what I have just noted as the view 
of the accrediting coctaunlty: attention oust be paid to a high default rate 
because it nay signal other serious probleas* I support this section of H*R* 
3876. 

But if accrediting bodies are to use a high default rate as a signal 
of trouble, they need to have access to accurate, complete and recent default 
rate inforaation. An earlier section of Representative Coleoan's bill is very 
important, both to define the term ''default rate** (page 7, lines 1--12) and to 
require the Secretary of Education to prepare and publish default rate 
information (page 7, lines 13-24)* Without these provisions the section 
dealing with accrediting agencies would be ceanlngless. 

I have two technical suggestions respecting wording; 

1* The rigid 25 percent figure (page 10, line 4) should be modified 
so that this section agrees with Section 432A.(i) (page 6, line 
9). This could be accomplished by replacing '*25 percent" with 
**the maximum default rates as determined under Sec. 432A.(i)*'* 

2. The language on page 10 is more complex than is necessary* The 
content of the section would be fully expresf^ed if the last 
sentence were concluded following the word ''institutions'* In 
line 5, with the balance of that line and lines 6 and 7 deleted. 

Mr. Chairman, I summarize hy saying that I support the sections of 
both the draft bill and Repr'^sentatl ^e Coleman's bill that deal with the use 
of b.credltation in providing eligibility for participation in the guaranteed 
student aid program* I hope my suggestions for technical modifications are 
helpful. I would be glad to respond to questions. 

End of te&bimony 
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Mr. W LUAMS. Ms. Preston? 

STATEMENT OF MARY PRESTON, LEGISLATIVE DIRECTOR, U.S. 
STUDENT ASSOCIATION, WASHINGTON, DC 

Ms. Preston. Thank you for allowing me to be here on behalf of 
the students enrolled in postsecondary institutions, two-year and 
four-year, public and private, whom I represent. 

Td first liko to register my strong opposition to some of the 
semantics mvolved in the questioning earlier. I think it is inaccurate 
and misleading for students, borrowers, and/or defaulters to be 
referred to as kids and/or youngsters. I think it slights the people in 
the situations involved. 

Many students— particularly many students entering under abili- 
ty to benefit provisions, certainly are not youngsters. Many of them 
have youngsters, themselves, and many of the people I represent 
happen to be a lot older than I am, so Td like it if we could get 
away from that. 

Having said that, Fd like congratulate this subcommittee for 
introducing what I feel is a very positive and non-punitive bill for 
the most part. USSA agrees with trying to set up default reduction 
agreements with schools based on highest default rates and highest 
default volume. 

We think it is important to get away from arbitrary percentages 
of defaults. They have their misleading aspects, as well. 

Fifty percent default rate does not mean too much if it uieans 
one out of two, and so I think it is important that we look past just 
percentages of defaults. 

We're talking about minimizing costs, and it doesn't really 
matter if a very large state university has a 17 percent default rate 
or a 12 percent default rate if hundreds of millions of dollars are 
involved. I think it is important that we look at them, as well. 

There is also a wawer provision that I read in the bill which I 
think would take care of those situations which clearly do not need 
to be looked into, or the institutions that do not need to enter into 
a default reduction agreement. 

Fd like to register my concern about the delayed disbursement 
propof -^1, and perhaps I would be in agreement with Congressman 
Coleman on this that this might be something that is better left to 
the default reduction agreement. 

We have a lot of concerns about the lowest income students who 
don t have extra resources to pay for the up-front expenses that 
one must pay in the first month or so of classes, including security 
deposits, child care, tuition fees, books, etc. 

We don't want to protect some students and open up a whole 
new group of students that is not going to be able to meet their 
first month's expenses. I can't find any good data on the tuition 
payment pcUcies of institutions, but it is clear that there would 
need to be some transition period in order to allow institutions to 
be ready to not have the payment of tuition from a lot of their 
first-year students. 

While your bill states that institutions may release extra title IV 
grant assistance, that does not necessarily mean that they will, and 
I think we have to be careful about assuming that low-income inde- 
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pendent students have savings or family assistance to cover the 
costs of the GSL. 

We also wonder what the refund policy would be in the event 
that the student was granted a tuition payment deferral and the 
GSL was to have been used for that tuition, but then the student 
left before the 30 days elapsed. Would the institution demand that 
the student release the loan anyway, even though they have al- 
ready left, in order to pay the administrative costs of the first 
term's tuition? 

We think that this provision needs to be loolied into pretty close- 
ly, and that if it does pass that there be a stibstantial transition 
period so that schools can institute the proper avenues for tuition 
payment deferral. 

Fd like to address another issue which Congressman Jeffords 
mentioned before about consolidation eligibility, and also flexibility 
of lenders. 

Current law, to my reading, only allows those loans which are 
not in default to be consolidated. We would urge that the commit- 
tee and the Congress move to allow consolidation regardless of the 
circumstances. Obviously it is better to get loans consolidated and 
into repayment than not, and I think that is more or less of a tech- 
nical correction. Perhaps I am wrong. 

The other thing is that it is not my forte, forbearance of lenders 
and everything, but it seems that they do have flexibility to deal 
with students and letting them pay a little bit less and things like 
that. I think the question is: do they use it? 

Also, it is much more difficult for people to use it when students 
aren't even informed when their loan is sold. 

And so I think it is a very important provision that is in this bill 
currently that the students will be notified upon sale of their loan. 

The other thing that we have spoken about but I don't find in 
the bill is better use and publicizing of deferments. Once again, in 
Congressman Coleman s bill he has notif3dng the students of defer- 
ments before they go into repayment. We would like to add that as 
well as notifying the students once again after a borrower has 
missed the first repayment period before the student's name gets 
forwarded to a collection agency. We think that would be a very 
good provision. 

Finally, I think there are three major things that the Congress 
can do in order to get a handle on defaults and to minimize them. 
The first thing I think you're doing, and that is to move either 
toward front-loading or entitlement of Pell Grants. We think that 
is an extremely important provision, and we hope to be able to 
keep that in the bill. 

The other thing is institutional reviews. It is a shame to throw 
away GSL money, and it is a shame to throw away Pell money, and 
we need to make sure that the institutions are being reviewed, and 
so not only the top five percent, but setting a target to do more in- 
stitutional reviews, reviewing all institutions and lending them 
technical assistance so that they can provide the best possible stu- 
dent assistance programs. 

The other thing is— and FU say it one last time— that the TRIO 
programs and retaining students* educational success are the 
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things that reduce default and reduce throwing away Pell Grants 
or loans or any other kind of aid. 

TRIO programs and other retention programs do what no other 
student aid programs can do alone, and that is assist those most at 
risk of educational failure to get through school and succeed in 
school, and those are the people that pay their loans back. 

So with that I will finish, and Fd be happy to answer any ques- 
tions. 

Thank you. 

[The prepared statement of Mary J. Preston follows:] 
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Good morning Mr. Chairman and Members of the 
Subcommittee. My name is Mary J. Preston, and I am the 
Legislative Director of the United States Student 
Association. On behalf of the college and university 
students whom I represent, I thank you for the opportunity 
to appear before you to present the views of my organization 
on the Student Default Initiative Act of 1988. 

As you are undoubtedly aware, the witnesses before you 
today were uriablf* to review your bill until late last week. 
For this reason, this testimony states our first impressions 
of the Initiative, and is not meant as a final statement on 
your proposals. USSA has also taken the liberty to address 
a couple of issues which, in our understanding, are not 
included in the draft bill. Once again, thank you for this 
opportunity . 

I would f-fst like to commend the Subcommittee for 
drafting what is for the most part a pro-student and non- 
punj,iive bill. For e:cample, testing individuals for 
eligibility under Pell Grants belore loans, and GSLs before 
Supplemental loans, will ensure the vquitable distributior 
of student aid fut,ds. Notifying borrov^ers and institutions 
of the sale of loans will facilitate better communication 
between borrowers, institutions, and loan holders. 
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Following are USSA's opinions on a number of student- 
related initiatives brought by the Subcommittee. Finally, 
we have added two .proposals which USSA would like to bring 
to the Subcommittee's attention. We feel that these 
proposals will complement and strengthen the Student Default 
Initiative Act of 1988* 

MANAGEMENT OF STUDENT AID FUNDS 

As you know, USSA opposes any attempts to eliminate 
schools from Title IV student aid eligibility based solely 
on their default rate or other arbitrary measure. The 
Subcommittee's idea for setting up default reduction 
agreements with schools which have either the highest 
default rates or highest default costs is. in our opinion, a 
fair and workable method to ensure that the Guaranteed Loan 
Program remains a viable source of much needed student aid 
funds. 

Having said that, USSA would once again encourage the 
Subcommittee to take action to ensure that all Title IV 
funds are administered correctly at this nation's colleges 
and universities. The default reduction agreements have the 
potential to eliminate abuses or oversights in the 
administration of the loan programs, but they do not address 
the need for good management, training, and technical 
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assistance in the administration of ail student aid funds. 
USSA urges the Congress to set an annual numerical target 
for institutional reviews and to earmark funds to carry out 



PELL GRANT ENTITLEMENT 

USSA applauds the Subcommittee's move to change the 
status of the Pell Grant to a true entitlement program. 
Pell Grant entitlement has long been a priority of USSA. We 
feel that it will contribute to default reduction by 
ensuring that the lowest-income students receive a more 
adequate grant which more realistically meets their true 
cost of attendance. 

In our view, defaults are likely to increase when fewer 
low-income students are able to finance their education on 
grants and work-study. The purchasing power of the Pell 
Grant has declined precipitously over the last several 
years, and Pell appropriations have rarely been adequate to 
fund the actual maximum grant authorized under the Higher 
Education Act. In fact, for the last fifteen years, only 
three times {1975, 1976, and 1979) has the Pell 
appropriation funded the authorized maximum. Since 1980, 
the maximum grant has increased only $400, while average 
college costs have increased 56X at public institutions and 
80% at private schools. This has resulteu in an erosion of 
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PcII purchasing power by 30%. 

While the Default Initiative readjusts the maxxtnum Pell 
Grant to lower levels, it provides for annual Increases to 
maintain its purchasing power. USSA feels that this is a 
worthwhile trade-off to change the status of Pell to a true 
entitlement. 

In our opinion. Pell Grant entitlement is by far the 
most important provision in this bill, and we pledge to work 
to maintain this provision through to the bill's final 
passage. 

DELAYED DISBURSEMENT 

As many of you know, LSSA is concerned about the impact 
of the proposal to delay the disbursement of loans to first 
time borrowers for 30 days. We need to consider why the 
Subcommittee is backing this proposal. Is it primarily to 
get at unfaithful schools who are admitting people without 
adequate skills or hope of success? Or is it primarily a 
consumer protection initiative? It is my understanding that 
it is the latter; the Subcommittee is trying to prevent 
those students who realize that school is not for them early 
on from going into debt on top of their failure to stay 
enrolled . 
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If i^ndccd It is a consumer protection measure i then we 
should be sure that we are not causing a whole new 
population of students to fall through the cracks in our 
attempts to protect another group of students. USSA's 
concern about this proposal is that the lowest income 
students have legitimate cash flow problems at the beginning 
of a semester. Students are often faced with multiple bills 
they need to pay before classes begini some of these might 
be tuition, books, rent, security deposit, and childcare 
services. 

While there does not seem to exist any comprehensive 
data on the tuition payment policies of institutions, it 
appears that most colleges and universities demand tuition 
payment before classes begin. Many of these have some 
recourse for students who need to delay payment i but most 
appear not to be set up for a substantial number of first 
year students who are enable to pay tuition until an entire 
month of classes has elapsed. 

While your bill states that institutions MAY release 
extra Title IV grant assistance, that does not necessarily 
mean that they will. And there will be some students that 
need more than 60X of any grant assistance they might be 
getting to meet these first-month expenditures. Many 
schools have emerg'*ncy loan funds, and many don't. We 
cannot assume that these students have other soun es of 
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funds to finance that first expensive month of classes. 
Some students may be earning their personal contribution 
during the academic year, and many low income and 
independent students are without savings or family 
assistance. 

Finally, USSA wonders what the refund policy would be 
in the event that the student was granted a tuition payment 
deferral and the GSL was to have been used for tuition, but 
the student left before the thirty days elapsed. Would the 
institution demand that the student release the loan anyway, 
In order to pay administrative costs and the first term's 
tuition? If so, would this not interfere with the whole 
<?ist of this measure'^ 

USSA is not defending the "payment up front" policy as 
a good one, and we do not expect this Subcommittee to. We 
are concerned, however, that this Subcommittee have a better 
idea about how many low income students will be adversely 
affected by this measure before it enacts the policy. In 
short, the student population is a verj diverse one, and we 
are concerned that the Congress take a close look at who 
will be affected and how acute the problems will be before 
enacting the law. Also, it is important if a provision like 
this is enacted, that there exist a substantia) transition 
period so that schools can institute the proper avenues for 
tuition payment deferral. 
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TUITION REFUND POLICY 

USSA recognizes that at some point during the academic 
term, perhaps after 75% of the terra has expired, enrolling 
institutions have the right to keep all tuition and fees 
from the student. USSA supports a proportional refund 
policy minus an initial adrainistrative fee for students who 
leave school prior to that point, USSA supports 
strengthening the current regulations affecting tuition 
refund policy, 

ACADEMIC TRANSCRIPT WITHHOLDING 

USSA opposes a Congressionally-mandated policy of 
authorizing institutions to withhold academic transcripts to 
those students who are in default on federally-insured 
loans. This is something that is best left up to the 
professional judgment of the financial aid administrator and 
the individual circumstances. Some schools already practice 
the withholding of transcripts, but USSA has some serious 
concerns about it, and questions what student population the 
Subcomn'ittee is envisioning affecting. 

The former student who can afford to pay and just 
doesn't should be corrected through the IRS offset authority 
and/or state wage garnishment authority. 
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The Individual who had no success at school whatever, 
and left before the first or second semester had elapsed, 
would probably not even mention the school to prospective 
employers. 

The individual who can't pay but needs the transcript 
to get a job should have access to it. The language 
currently in the bill makes this person, and releasing the 
transcript of this person, the exception rather than the 
rule. USSA would want the law to read exactly opposite. In 
exceptional circumstances wherein the school feels that a 
particular individual is bucking the system, then the school 
might withhold the transcript. 

LOAN CONSOLIDATION ELIGIBILITY 

Current law allows only those loans which are KOT in 
default to be consolidated. L'SSA encourages the Congress to 
amend Sec. 428 C(3) of the Higher Education Act to allow 
borrowers to consolidate loans even m the event that one or 
more of the loans is in default. Because for several years 
previous to the Amendments of 1986 loans were unable to be 
consolidated, many individuals who could have benefited from 
consolidation were unable to do so. It seems fair to allow 
all individuals access to loan consolidation since the 
government will be more likely to receive full repayment of 
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loans if a borrower's monthly payments are within her/his 
ability to pay. Some individuals are having difficulty 
paying their monthly bills and should be allowed to 
consolidate their loans in order to get back into repayment. 

USE OF DEFERMENTS 

One thing we talked about during the Belmont retreat 
Which I have not found in the bill is an attempt to better 
use and publicize the deferment provisions under Section 428 
(b)(l)(M). USSA encourages the Congress to, under Sec* 433 
(b), (Required Disclosure Before Repayment), require the 
guarantee agency to send a list of possible deferments to 
the student 1) before repayment begins and 2) after a 
borrower has missed a repayment and BEFORE the agency 
forwards the student's name to a collection agency. While 
under current law the borrower is notified of the deferment 
policies prior to the loan disbursement, we should ensure 
that those who find themselves having difficulty paying back 
the loan are aware of any deferments they may be eligible 
tor. Clearly, the time to do that is immediately after the 
borrower misses a payment. USSA would be p^^ased to \>ork 
with this Subcommittee further to simplify the deferment 
provisions to facilitate wider usage of deferments when 
appropriate. 
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RETENTION OF STUDENTS 

Mr. Chairman and Members of the Subcommittee, we know 
that individuals who do not succeed m their educational 
program are likely to default on their student loans. USSA 
encourages the Congress and the nation to recommit to the 
recruitment and retention of low income students. The TRIO 
programs, Upward Bound, Special Services, and others, are 
the most successful federal recruitment and retention 
efforts. These programs do what no student aid program 
alone can do: they help those most at risk of educational 
failure to achieve success in school. 

At no time have we served more than about 10% of 
individuals eligible for TRIO. Like Head Start and Chapter 
1, TRIO services are economically efficient intervention 
programs which repay themselves many times over. USSA 
encourages the Congress to recognize TRIO programs as 
default prevention initiatives, and to target more of the 
eligible population for these services. 

Once again, USSA commends this Subcommittee for taking 
balanced and non-punitive action to better administer and to 
restore faith m the Guaranteed Student Loan Program. Thank 
you for the opportunity to appear before you on behalf of 
the college and university students whom I represent. 
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Mr. Williams. My thanks to both of you, and in particular, Ms. 
Preston, our thanks to you and the U.S. Student Association for 
your months of work with us in developing legislation, and particu- 
larly we thank you for your involvement in the Belmont Task 
Force. 

The subcommittee accepts your chastening with regard to the 
use of youngsters and kids in our terminology. I think the excep- 
tions that you have made, however, are important because there is 
a misperception of students demographically in the United States. 

It may have been, once upon a time, that the profile of the 
American college student was a young, unmarried male enrolled in 
the business school, but that isn't it any longer, if, indeed, it ever 
was. 

In fact, first time independent students taking out GSL's have 
twice as many women as men involved in that application process. 
So it wouldn't be right to refer to them as boys either, because 
most of them, in fact, are women. 

We appreciate the counsel and advice of both of you, and we are 
glad you are here. 

Mr. Ctoleman. 

Mr. Coleman. Thank you, young man, for that. 

I thank Mr. Manning for his positive comments about my bill, 
and I think his organization's role is very important, one which we 
frankly don*t want to get too far into other than to have them 
come in and be part of the solution. I think in the long run the 
accrediting agencies probably have as much to do with lowering 
this default rate as we do as policymakers. What they can do 
through their own organizations to lower the default rates of 
schools and institutions, go to it. 

Mr. Manning. Thank you. 

Mr. Coleman. I want to thank Ms. Preston for her comments, as 
well. 

Mr. Williams. Mr. Gaydos. 

Mr. Gaydos. I have no questions. I know the chairman is very 
glad. 

Mr. WiLUAMs. We will then recess this first day of hearings on 
what will be a two-day session, and we will reconvene on Thursday, 
June 16, at 9 a.m. 

Thank you all very much. 

[Whereupon the committee was recessed, to reconvene at 9 a.m., 
Thursday, June 16, 1988.] 
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DEFAULTS IN THE FEDERAL GUARANTEED 
STUDENT LOAN PROGRAMS 



THURSDAY, JUNE 16, 1988 



House of Representatives, 
Subcommittee on Postsecondary Education, 

Committee on Education and Labor, 

Washington, DC. 

99S'V"l°°"^'^i**®® pursuant to recess, at 9:07 a.m., in room 
^r"""" House Office Building, Hon. Pat Williams (chairman 
ot the subcommittee) presiding. 

Members present: Representatives Williams, Hayes, Perkins, 
Martinez, Coleman, Roukema, and Tauke. 

Staff present: Richard Jerue, Patricia Sullivan, Michael Lance, 
and Colleen Thompson. ^""^c, 

j"'!!"''/^^'"'"-, morning. 1 want to welcome the witnesses 
and all of you who are interested in this issue and have been help- 
ing this subcommittee m trying to d.^velop legislation to reduce the 
deteult costs m the guaranteed student loan program. 
•J^^^ r^' I you know, our second day of hearings on the 

of "tf° ""^^^""'^P Tuesday last we heard from the 

Secretary of Education, Members of Congress, students, college 
pr^identT, school owners, and accrediting associations regarding 
theiur reactions to the subcommittee's legislation 

This subcommittee, if I can characterize it this way, shared the 
common theme of concern for the magnitude of the default prob- 
^ ^h®^"" support for developing legislation that consid- 
ered both the grant and loan side of the issue. 

This morning we will hear testimony from people who will have 
to implement any default reduction legislation that finally becomes 
law; that is, the school owners, financial aid administrators, lend- 
ers, guarantee agencies. We look forward to hearing your com- 
ments and your criticisms about this bill and how we can make it a 
more effects 3 legislative package. 

We will conclude today's hearings with two representatives of 
tne group that helped initiate our discussions on defaults; that is 
two representatives of the Belmont Task Force. The report from 
the Belmont folks set out the blueprint for developing this legisla- 
product ^""^ interested now in hearing their comments on our 

I'll ask the first panel of two people to come to the witness table, 
^"l, IS President Donoway and President Magrath. 
Mr. Coleman. Mr. Chairman. 
Mr. WiLUAMS. Mr. Coleman. 
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Mr. C!oLEMAN. If I might also note that we have before us several 
other bills and proposals, including H.R. 3876, that I and others 
have introduced. I am sure that the witnesses will feel free to com- 
ment on that as well as the draft legislation. 

I will also take a moment to reintroduce Peter Magrath who is 
the President of the University of Missouri, By way of background, 
Peter has been with us for several years now m Missouri and came 
to us from the University of Minnesota. He has a very distin- 
guished career as far as being a leader in higher education, being 
past president of the Association of State Land Grant Institutions, 
and he has been intimately involved with a number of issues. So I 
was delighted that he was able to come to Washington to testify 
today on behalf of not only the institution that he is president of 
but of a variety of institutions with which he has been associated, 

Peter, welcome. I think you have been here before. 

Ms. Donoway, also welcome. We have met previously as well. 

Thank you, Mr. Chairman. 

Mr. WiLUAMS. Thank you. 

Ms. Donoway. 

STATEMENT OF GAIL DONOWAY, PRESIDENT, POTOMAC 
ACADEMY OF HAIR DESIGN, FALLS CHURCH, VA 

Ms. Donoway. Good morning, Mr. Chairman and members of the 
subcommittee. Thank you for giving me the opportunity to appear 
before you today. 

I am Gail Donoway, President of Potomac Academy of Hair 
Design, a nationally accredited chain of cosmetology schools with 
locations in Maryland and Virginia. I am a member of the Execu- 
tive Committee of the National Cosmetology Association. Previously, 
I served as Assistant Director of the Student Financial Assistance 
Training Program at the U.S. Department of Education, Deputy 
Director of Financial Aid at New York University, one of the largest 
financial aid programs in the United States, Director of Financial 
Aid and Placement at Wake Forest University School of Law and 
Director of Financial Aid Operations at the University of Miami, 

My past 16 3'ears experience in financial aid has demonstrated to 
me that since its inception, the Guaranteed Student Loan program 
has provided an invaluable service to our country's students by of- 
fering them an opportunity to further their education. Without 
such a program, many of these students could not otherwise afford 
to attend postsecondary educational institutions which not only 
further their opportunities in the job market, but also help to 
make them productive, taxpaying citizens. 

The Guaranteed Student Loan Program must remain viable. For 
this reason, I fully support this subcommittee's mandate to enact 
certain changes within the program which will secure its future. 
However, changes should be made only after careful consideration 
to the costs to the government, and more importantly, to preserv- 
ing the benefits the program brings to a wide spectrum of students. 
H.K. 4798, the Student Default Initiative Act, introduced by you. 
Mi. Chairman, takes constructive and thoughtful first steps toward 
obtaining these important goals. 
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I will confine my remarks today to specific provisions within the 

'ae Student Default Initiative Act takes an innovative approach 
to determining institutional eligibility for participation in the 
tjuaranteed Student Loan Program. I support the concept of devel- 
oping an annual report for the purpose of identifying those institu- 
tions which fall within the top five percent of default rates. This 
approach moves away from the current discussions of using arbi- 
trary cutoff percentages for the initiation of institutional suspen- 
sion from the loan program. 

However, the first step in determining the schools which would 
tall within the top five percent is to establish a national data base 
trom which the Department of Education can work effectively. The 
current system is incomplete, inaccurate and outdated. This new 
data base should be in place for one year before any further action 
is taken, and institutions should have an opportunity to contribute 
to that data base. 

Under the Department of Education's proposal, limitation, sus- 
pension and termination proceedings could be taken against an in- 
stitution solely on the basis of its high default rate. This system 
does not take into account issues such as the institution's efforts to 
reduce iu: default rate or the socioeconomic factors within the insti- 
tution s enronment. 

I therefore fully support the initiation of a three-year default re- 
duction agreement as it gives the institution a reasonable opportu- 
nity to reduce its default rate. 

H.R. 4798 provides that an institution which has complied with 
the terms of the three-year default reduction agreement will be 
permitted to participate fully in the GSL program even if its de- 
fault rate remains in the top five percent. After three years of com- 
pliance, the government will be able to more accurately evaluate 
the causes of defaults. Such a system will inevitably demonstrate 
that much of the problem is related to the economic and social fac 
tors rather than to the institutions themselves. 

I therefore fully support the initiation of limitation, suspension 
and termination proceedings against those institutions which 
either refuse to enter into a default reduction agreement or which 
tail to comply with the terms of such an agreement. 

I support the concept of a delay in the initial disbursement of a 
loan. However, the bill specifies that a first year undergraduate 
student with no previous loan history should not receive the initial 
loan disbursement until 30 days after enrolhnent. I believe this 
delay is cumbersome and places inequitable burdens on both the 
institution and the student. I recommend that the delay be reduced 
to 15 days. 

In my experience, students who are predisposed to dropping out 
ot a program ^yill do so within the first two weeks. A 30 day delay 
unfairly penalizes those students who plan to stay in a given pro- 
gram. I would, however, support a 30 day delay as part of a default 
reduction agreement for institutions with a high default rate. 

Under current law institutions do not play a major role in origi- 
nating or coUectmg loans. As the institution is being held accounta- 
ble for Its own default rate, the role of the institution should be 
expanded. I fully support the notification provisions contained in 
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the legislation as they will lead to increased cooperation between 
lenders, guarantee agencies, and institutions. 

Both the institution and the student should be notified about 
each sale of a loan and should be provided with the requisite infor- 
mation about that sale. Notices of delinquency should be sent to 
both the student and the institution, and the lender should provide 
the institution with status reports on the loan. This forced commu- 
nication between lenders and institutions, coupled with the re- 
quirement to report delinquent loans to credit bureaus, will 
strengthen the collection efforts of lenders. 

The Student Default Initiative Act would require botl' counseling 
and testing as part of the determination of the student's ability to 
benefit. This dual requirement is problematic, as the legislation 
does not clearly define counseling. Current law, which allows a 
choice among remediation, testing, or concurrent GED enrollment, 
is more acceptable as it gives the institution greater discretion in 
responding to the precise needs of a particular student. Restricting 
the admissions based solely upon test results, even coupled with 
counseling, will never assist that prospective student whose verbal 
and/or math skills are such that they will never be afforded the 
opportunity to actively pursue a postsecondary education. 

I fully understand and am concerned about the seriousness of the 
student loan default issue and the continued cost to the Federal 
government. I would hope, however, that additional discussions 
about this issue would focus on the socioeconomic elements of insti- 
tutional enrollment populations. 

Grant dollars remain insufficient to meet the needs of potential 
students and, therefore, the neediest students are forced to borrow 
funds which they may be unable to repay. 

The conceptual foundation of our educational system is com- 
prised not only of access but also of choice. As with many other 
areas of our social structure, it may be that the Federal govern- 
ment must pay a price to preserve a youn^ persons* academic free- 
dom and right to choose a profession. 

While a continued high default rate is unconscionable, this legis- 
lation makes important strides toward increasing the institutions' 
role in reducing default rates. It will be demonstrated that, when 
asked to be involved, institutions will respond quickly and effec- 
tively. In this way, we may all help to preserve this most basic ele- 
ment of our academic foundation, the element of choice. 

Thank you. 

[The prepared st . .nent of Gail Donoway follows:] 
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Good morninSi Mr. Chairman and Members of the Subcommittee. Thank you 
for giving; me the opportunity to appear before you today. I am Gait Donaway, President 
of Potomac Academy of Hair Design, a nationally accredited chain of cosmetology 
schools located In Maryland and Virginia. I am a member of the Executive Committee of 
Schools America of the National Cosmetology Association. Previously, I served as 
Assistant Director of the Student Financial Assistance Training Program at the U.S. 
Department of Education, Deputy Director of Financial Aid at New York University, one 
of the largest financial aid programs In the United States, Director of Financial Aid and 
Placement at Wake Forest University School of Law and as Director of Financial Aid 
Operations at the University of Miami. My past 16 years experience !n financial aid has 
demonstrated to me that since Its Inception, the Guaranteed Student Loan (GSL) program 
has provided an invaluable service to our country's students by offering them an 
opportunity to further their education. Without such a program, many of these students 
could not otherwise afford to attend postsecondary educational Institutions which not 
only further their opportunities In the job market, but also help them to become 
productive, taxpaylng citizens. 

The Guaranteed Student Loan Program must remain viable. For this reason, 
I fully support this Subcommittee's mandate to enact certain changes within the Program 
which will secure Its future. However, changes should be made only after careful 
consideration to the costs to the government, and more Importantly, to preserving the 
benefits the program brings to a wide spectrum of students. H.R. 4798, the Student 
Default Initiative Act, introduced by Congressman Pat Williams (D-MT), takes 
constructive and thoughtful first steps toward obtaining these important goals. 

I will confine my remarks today to specific provisions within the bill. 

The Student Default Initiative Act takes an Innovative approach to 
determining Institutional eligibility for participation In the Guaranteed Student Loan 
program. I support the concept of developing an annual report for the purpose of 
identifying those Institutions which fall within the top 5 percent of default rates. This 
approach moves away from the current discussions of using arbitrary cutoff percentages 
for the initiation of institutional suspension from the GSL program. However, the first 
step in determining the schools which would fall within the top 5 percent Is to establish a 
national data base from which the Department of Education can work effectively. The 
current system Is incomplete. Inaccurate and outdated. This new data base should be In 
l^aC'C for one year before any further action Is taken, and Institutions should have the 
opportunity to contribute to this data base. 

U^jer the Department of Education's proposal, limitation, suspension and 
termination , *oceedings could be taken against an Institution solely on the basis of Its 
high defaul. rnte. This system does not take Into account issues such as the Institution's 
efforts to reduce Its default rate or the socioeconomic factors within the Institution's 
enrollment. I therefore fully support Initiation of a three year default reduction 
agreement as It gives the Institution a reasonable opportunity to reduce Its default rate. 
H.R. 4798 provides that an Institution which has complied with the terms of the three 
year default reduction agreement will be permitted to participate fully In the GSL 
program even If Its default rate remains In the top five percent. After three years of 
compliance, the government will be able to more curatcly evaluate the causes of 
defaults. Such a system will Inevitably demonstrate ;« t much of the problem Is related 
to economic and social factors rather than to the Institutions themselves* I therefore 
fully support Initiation of limitation, suspension and termination proceedings against 
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i"nIni"J*°?f»,l^^^ "^""^ ^° reduction agreement or which fall to 

comply with the terms of such an agreement. 

Disbursement of Student Loans 

Hnwu«. *h! KM?^'^* .1?^ °^ * ^" ^"^^'^ disbursement of a loan, 

hur^r i ./"I'P^^l"" l^**^ ""^ y^^' undergraduate student with no previous loan 
hii «^ tM ^ receive the Initial loan disbursement until 30 days after enrollment. I 
believe this de ay is cumbersome and places Inequitable burdens on both the institution 
ctMHint. K. recommend that the delay be reduced to 15 days. In my experience, 
A^tStff^ f ^^i^PO^d to dropping out of a program will do so within the first two 
nJ^'m I ^ day delay unfairly penalizes those students who plan to stay in a given 

SI^m/nt?°T''fu' ^""^^'^ ^ ^^^^y °"Jy ^ P«f^ « default reduction 

agreement for institutions with a high default rate. 

Restrictions on Institutions' Promotional Activities 

^ . . „ This bill includes an unnecessary provision which would prohibit the use of 

r«t?nn?:K M^lM®"^*''^?^^^ ^° ^^^^^ cmployccs. While I understand the 
ipnrto4 h«^*^^ ^^^"^ provision, distribution of GSL applications or Information regarding 
Innr^n.^^ employees Is already prohibited under current law. Perhaps I more 
lll^KT.TT''^ ^° Insiitutions to have Incentive pay plans but, to 

fh° jX^ux}!! 5^ enrollment process, link that Incentive to completion. I do support 
..«««««rry^*u i"^' w rccruiiing acxivixy Dy non-employees and strongly 

ZZZl l^""^ ^° ^^"^ regulations and strengthen thel^ 

enforcement to protect against violations and abuses. 

Notification of Loan Status 

<.nii^^tJn„i ""^e*; current law, institutions do not play a major role in originating or 
rni! nf *l*°?"^^AV*'^ Inst tution Is being held accountable for Its own default rate, the 
contalLrt fn ?h u 1 ?"i ^'l ^^'^P^"^*^^. I fully support the notification provisions 

contained In this legislation as they will lead to increased cooperation between lenders, 
S^H^ii^f" J ^"."^ institutions. Both the institution and the student should be 
.t r»,"^ i^^^^^^l,^"^.^ °^ ^"^ provided with the requisite information 

rn.m.,tinn ^^^'.u ^1°^^^" °J delinquency should be sent to both the student and the 
Institution, and the lender should provide the Institution with status reports on the loan. 

cotct'lo'n efforoTl^^^^^^^^^^^^ 

nntifi«H f } ^"PP^"^^ the provision In this bill which requires that credit bureaus be 
notified of delinquency. Credit bureaus are used effectively in all forms of borrowing to 
discourage delinquency. By applying this same procedure to'student loans, thV^rrowers 
will be made aware of the serious consequences of delinquency, and will know that 
failure to repay their loan could permanently affect their v^redlt record. 

Loss of Accreditation 

th^. rc5i n'r^r^ \h\provlsion which prohibits an Institution from participating In 
aL:^!: P"^r.^"^,^^ has lost Its accreditation during the preceding 24 months. 
f^rZl X u ^""^ "'''^^ foundation upon which participation in the GSL 

IIT^IZ ^uu"^: .'^ ^" institution has been unable to retain Its accreditation, the 
fn7til:rio^^^^ Sd ?t"p~ ' - 
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Def Inition of Default 

I i\ cognize and appreel&te the need for c uniform definition of default, and 
believe that a standard calculation should be part of any amending legislation. However, 
the equation proposed in this legislation is misleading as It deals with too many groups of 
U)rrowers. instead, this calculation should be based solely upon the principal, and 
accrued interest should be removed from the equation. Inclusion of accrued interest may 
artificially Inflate default rates as an older loan going into default will increase the size 
of the numerator without a proportionate or equitable adjustment to the denominator. 

Pell Grant Entitlements 

I support legislation making the Pell Grant a true entitlement program as 
both necessary and important. Ensuring maximum grants allows lower income students 
to move away from the guaranteed student loans which they may be unable to repay, and 
will therefore help to reduce defaults. 

Ability to Benefit 

The Student Default Initiative Act would require both counseling And testing 
as part of the determination of the student's ability to benefit. This dual requirement Is 
problematic, as the legislation docs not clearly define counseling. Current law, which 
allows a choice among testing, remediation, or concurrent QED enrollment, is more 
acceptable as it gives the institution greater dlscrctlGn in responding to the precise needs 
of a particular student. Restricting the admissions based solely upon test results, even 
coupled with counseling, will never assist that prospective student whose math and/or 
verbal sicills are such that they will never be afforded the opportunity to actively pursue 
a postsecondary education. 

Conclusion 

I fully understand and am concerned about the seriousness of the student 
loan default issue and the continued cost to the federal government. I would hope, 
however, that additional discussions about this Issue would focus on the socioeconomic 
elements of Institutional enrollment populations. Grant dollars remain Insufficient to 
meet the needs of potential students and, therefo.e, the neediest students are forced to 
borrow funds which they may be unable to repay. The conceptual foundation of our 
educational system Is comprised not only of access but also of choice. As with many 
other areas of our social structure. It may be that the federal government must pay a 
price to preserve a young person's academic freec'om and right to choose a profession. 
While a continued high default rate Is unconscionable, this legislation malces important 
strides toward increasing the Institutions' role In reducing these defaults. It will be 
demonstrated that, when asked to be Involvedi Institutions will respond quickly and 
effectively. In \tls way, we may all help to preserve this most baslo element of our 
academic foundation, the element of choice. 
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Mr. Williams. Thank you, Ms. Donoway. 
Mr. Magrath. 

STATEMENT OF PETER MAGRATH, PRESIDENT, UNIVERSITY OP 

MISSOURI, COLUMBIA, MO 
Mr. Magrath. Mr. Chairman, thank you. Good morning. Mr 
Coleman, thank you. I am delighted to be here on a nice cool day 
in our Nation's capital. ^ 
My name is Peter Magrath, and it is always this issue as to how 
It IS pronounced, but I come from a State that can't agree as to 
now to pronounce its name. 

Mr. Williams. I pronounced it both ways so I knew I would be 
correct. 

Mr. Magrath. It is my privilege to serve as President of the Uni- 
versity Ox Missouri. We are a four-campus university system. We 
have 5d,000 students enrolled in our campuses at Rolla, Kansas 
City, St. Louis, and Columbia. 

The issue that we are addressing is a very significant one. I 
regard it, as you do, as a critical problem. I don't think it is one to 
be swept under the rug, and of course you are not doing that. It is 
also not an issue that, in my judgment, involves finger pointing 
but rather problem solving. I think that all of us that are party to 
this effort of access to our students and education have tr accept 
the responsibility to come up with workable constructive solutions. 
1 am referring to the educational institutions, to the borrowers, to 
the lenders, the guarantors, and o.' course the Federal Government, 
Congress, and particularly the Department of Education. We have 
the responsibility to solve what is a very serious problem. 

Our policy, nationally, is to try to implement equal educational 
opportunity. I concur fully with the subcommittee's eff^ort to try to 
reduce in part loan defaults by increasing grant funding. But I 
; ur u*jl^°-*^V,hile to remember that the GSL program was es- 
tabhsher' to provide essentially subsidized loans to middle income 
students in the sixties and seventies. The Federal policy was also 
that to the maximum extent possible grants would be used for low 
income students. Part, not entirely, but part of the problem is hat 
gnrants have not kept pace with college costs and there has been 
this very heavy relignce, as we all ^mow, on loans, and we've gone 
to a situation which a large number of individuals who are fiscally 
at risk when they start their sducation have to rely very heavily 
on loans. That s a big part of the problem. It shouldn't surprise us 
1 personally do hope that it would be possible to establish Pell 
grants as an entitlement program to reverse the trend, but it also 
has to be said that unless we have better systems of management 
and control, we are not really solving the problem because, to use 
plain English, if people or individuals are ripping off the grant 
system, that is just as pernicious as ripping off the loan system. So 
regardless of whether we are talking grants or loans, we all have a 
vested interest in a tight managerial system that accomplishes its 
purpose. 

Defaults on student loans are simply unacceptable. The annual 
tigure, as you know, on GSL defaults is estimated to be about $1.6 
billion. Even allowing for the repayments that begin to come in. 
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you are dealing with a $1 billion number. Even in this town and 
certainly in ^he State where I come from, that's nothing to sneeze 
at. That's in tact something to choke over as far as I am concerned. 

Reducing the cost of loan programs would allow the Federal gov- 
ernment to redirect funds to student grant aid which is an objec- 
tive that I strongly support. 

I want to explicitly congratulate Representative Coleman for his 
provisions on limiting access to supplemental loans for students 
until eligibility for Pell grants or the GSL program has been deter- 
mined. It is absolutely unacceptable that some, a limited number 
fortunately, of unethical schools direct students first to SLS loans 
causing an increasing in the student's debt burden and then the 
size of the SLS default problem grows. That provision is dealt with 
in H.R. 4639 that was introduced by Congressman Coleman and 
passed, as I understand, the House last week. 

I support very strongly the legislation that the subcommittee 
proposes for program reviews for all institutions that are in the top 
percentile of annual default rates. I agree very much with the em- 
phasis on progran, reviews. 

Colleges, universities, educational institutions understand the 
principles behind management control and program reviews done 
by accrediting agencies. State commissions. Federal agencies. 

Default reduction agreements following a program review proc- 
ess could play an invaluable role in assisting institutions, lenders, 
and guarantors that are having problems in managing their loan 
programs. 

I do object very strongly to the provision that would use dollars 
in default, that is, the volume of dollars in default, as the trigger 
for default reduction agreements. Institutions of large scope, such 
as mine, the University of Missouri, would fall into the category of 
institutions that have a relatively low loan default rate but a rela- 
tively lar^e total of dollars in default. 

Let me just quickly sketch the outline of Feder?! aid for students 
at the four campus University of Missouri. I mentioned we have 
53,000 students. More than half of them, 51 percent, are receiving 
Federal student aid of some kind. The total aid that was awarded 
in 1987 was $47 million; $36 million was in the form of loans, and 
of the loans, $28 million plus were GSLs. More than half of the 
Federal aid and loan assistance are GSLs. 

Putting this in the national context and using the default rate 
numbers, percentages that the Department of Education uses 
which is currently just over 12 percent, the default rate for all in- 
stitutions in Missouri, not just the one I am privileged to represent, 
is at essentially the national average at 12.4 percent. For the Uni- 
versity of Missouri campuses; it is 9.8 percent, at the University of 
Missouri-Kansas City, which is an urban institution with a signifi- 
cant number of low income students; so also at the University of 
Missouri-St. Louis where it is 8.3 percent; at the University of Mis- 
souri-Columbia which is essentially a residential institution it is 
under 7 percent, 6.7 percent; and at Missouri-Roila which is not en- 
tirely, but it is very fundamentally an engineering university, it is 
3 percent. 

The doUars-in-default statistic tends obviously to identify institu- 
tions according to size without regard to the default rate. I really 
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think that to single out institutions on that basis alone doesn't get 
to the issue. I think it would be much better if the doUars-in-de- 
fault number could be replaced with some criteria that includes 
the default rate and other criteria that have to be formulated from 
various statistics, and I think that it is possible to do that, that 
would on the basis of program review identify institutions and 
schools that are falling down in thrir management of the program. 

Where that happens, I strongly commend and in fact want from 
my own vantage point default reduction agreements after there 
has been an assessment made as to what has gone wrong and why. 
But to just use one simple measure I don't think meets the need 
and isn t fair. 

I think it is very important. Congressman Coleman's proposal 
has It, and I think the subcommittee draft has it as well, proposals 
for m-school counseling, exit counseling on loan obligations, train- 
ing and information programs. Those are probably not dramatic 
things, but I think they are dreadfully important as part of a pack- 
age of shared responsibility that we all have. 
r.L^^ ^^^^^ ^ blanket 30-day delayed disbursement of 

CxbL funds. I think that singles out individuals who may be blame- 
less. 

I would favor following a program re/iew and a clear indication 
that some institutions are not doing their job, them I think that 
you can drop and that it is appropriate to say look, you are not 
going to have access to those loan funds until the student has been 
enrolled for 45 days or some reasonable period. But I don't think it 
IS wise to just implement that on a blanket basis until there has 
been a review and an examination. 

I could go on with other specific comments, but I am sure that 
you ve got questions for the other witness and myself. I would say 
that our primary obligation is to the extent possible to try to 
return to equal educational opportunity as much as possible. That 
means strengthening the grant program. I think we can strengthen 
the grant program if we get a handle on the loan default thing, 
and we have the same vested interest on the grant program being 
well managed as the loan program. 

Very strong emphasis ought to be placed on program reviews 
and managerial efforts to involve the institutions, the lenders, the 
guarantors, and to the maximum extent possible the Department 
of Education. 

I think, Mr. Chairman, youVe got a very good draft bill. I believe 
there IS room for improvement. That's why you have these hear- 
ings. I think we all have a vested interest ii: getting this problem 
under control and reestablishing public confidence that the people 
who need the loans and need the grants are receiving them for 
worthwhile educational purposes. That's the objective, and I think 
it can be met if we work together. 

Thank you, Mr. Chairman. 

[The prepared statement of C. Peter Magrath follows:] 
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SUBCOMMITTEE ON POSTSECONDARY EDUCATION 
TESTIMONY BY 
C. PETER MAGRATH, PRESIDENT 
UNIVERSITY OF MISSOURI 
JUNE 16, 1988 
9:00 a.m. 
WASHINGTON, D.C. 

Mr. Chairman, members of the Subcommittee on Po, . - 
secondary Education, my name is Peter Magrath, and I have 
the privilege of serving as the President of the University 
of Missouri — a four-campus institution enrolling over 53,000 
students in St. Louis, Kansas City, Columbia and Rolla^ 
Missouri. 

I appreciate;, this opportunity to appear before you 
today to discuss the legislative proposals on guaranteed 
student loan default reduction. 

The problem of defaults on guaranteed student loans is 
a critical problem that cannot and must not be swept under 
the rug. The issue is not where to place the blame. This 
is not a time for finger-pointing. All participants in the 
system — the borrowers, the lenders, the guarantors, the 
institutions and the federal government — all share the 
responsibility for solving this seriops and pernicious 
problem and for reducing the drain of defaulted GSL loans on 
the federal treasury. 

Equal educational opportunity is the cornerstone of the 
federal government's higher education public policy. I 
concur with the Subcommittee's serious effort to reduce loan 
defaults by increasing grant funding. It is worthwhile to 
recall that the GSL program was established to provide 
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subsidized loans to middle-income students in the 1960 's and 
1970 's. It is also worthwhile to note that federal policy 
was adopted in the 1960 's and 1970 's to provide grant 
support to low-income students. Ber^snse grants have not 
kept pace --ith college costs, enormous numbers of dis- 
advantaged students— those who are the greatest credit 
risk — have become dependent on loans to support their 
collegiate study. 

The fact that default rates have risen should come as a 
surprise to no one. Students from low-income f^^milies begin 
their collegiate study in a state of financial distress, and 
they end their collegiate study in an even more distressed 
state— namely, they are burdened with large loans. Many 
students may be opting not to attend college for fear of the 
debt burden. Establishing Pell grants as an entitlement can 
begin the reversal of this trend, but the purpose of the 
proposed legislation is to end abuses of the system. By 
increasing Pell grants, we must guard against those 
situations where a disadvantaged student — supported by a 
grant rather than by a loan— enrolls in an unethical 
institution and gets nothing in return. 

Defaults on student loans are unacceptable, and I 
commend the Subcommittee for producing a GSL default 
prevention bill. The cost of the GSL defaults this year is 
estimated to be $1.6 billion. Even when collections on 
defaulted loans ($656 million) are factored in, the cost to 
the taxpayer is about $1 billion. Reducing the cost of loan 
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programs would allow the federal government to redirect 
funds to student grant aid. 

I congratulate Congressman Coleman for his provisions 
to limit access to the Supplemental Loans fox Students (SLS) 
program until eligibility for Pell grants and the GSL 
program has been determined. Unethical schools that direct 
students first to SLS loans cause an increase in the 
student's debt burden and the size of the SLS default 
problem. The SLS provisions of this bill are mirrored in 
H.R. 4639/ which was introduced by Congressman Coleman and 
passed the House last week. 

I support the legislation calling for program reviews 
for all institutions in the top five percent of annual 
default rates, and I agree with the emphasxs the bill places 
on program reviev/s. Institutions understand and accept the 
principles behind such reviews, and colleges and univer- 
sities have traditionally cooperated fully and completely m 
program reviews conducted by accrediting agencies, state 
commissions and federal agencies. Program reviews for e'^u- 
cational institutions, lenders and guarantor agencies with 
high default rates can add much to the reductions of 
defaults. 

Default reduction agreements, following the program 
review process, could also play a valuable role in assisting 
institutions, lenders and guarantors experiencing problems 
in managing federal stxient loan progrcims. 

There is one provision of the subcominittee bill to 
which I object most strongly, and that is the use of 
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dollars-in-default as a trigger for default reduction 
agreements. Institutions, such as mine, would fall into the 
category of institutions with a relatively low loan default 
rate, but with a relatively large total of dollars in 
default. 

Permit me to sketch the outline of federal aid for 
students at the University of Missouri. 

1. Fifty-one percent of our 53,000 students receive 
federal student aid. 

2. The total aid awarded in 1987 was $47 million, of 
which about $36 million was in the form of loans. 

3. GSL's at the Univeristy of Missouri totaled $28.6 
million. 

Now let me place these loans in the national context for 
defaults. 

1. The national default rate is 12.1 %. 

2. The default rate for all institutions in Missouri 
is 12.4V,. 

3. The default rates for the University of Missouri 
campuses are: 

A. S.8% at the University of Missouri-Kansas 
City. 

B. 8.3% at the University of Missouri-St. Louis. 

C. 6.7% at the University of Missouri-Columbir* . 

D. 3.0% at the University of Missouri-Rolla. 
(I should add that when the University of Missouri 

operated its own loan program, the default rate was 2.5%.) 
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The dollars-in-default statistic tends to identify 
institutions according to size, with no regard to default 
rate. Singling out an institution on this basis alone 
serves little or no purpose. I recommend that the dollars- 
in-default number be replaced with criteria formulated from 
a number of statistics that vrould, on the bajis of program 
reviews, identify large and small institutions with federal 
program management problems. 

I fully support Congressman Coleman's proposal in H.R. 
3876 calling for in-school and exit counseling on loan obli- 
gations. I also support the establishment of training and 
information programs and materials for lenders, guarantor 
agencies, institutions, students and their families. 
Through improved counseling in both admission and exit 
situations, significant steps can be taken to reduce default 
rares. 

I oppose the 30-day delayed disbursement of GSL funds. 
Such a requirement will make the packaging of student 
financial aid more difficult and it will work a hardship on 
all borrowers, not just those who will drop out within the 
30-day period. Again, it may be reasonable to implement 
such a rule for postsecondary institutions that have a 
history of mismanaging their loan prograr4L; but, all student 
borrowers should not suffer because of the misbehavior of a 
few institutions. 

The federal government should not legislate insti- 
tutional tuition refund policies. Those policies are the 
responsibility of the institutions and sometimes the states. 
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I recognize that federal funds are at stake and that gives 
the government a role to play. Instead of the provision in 
the bill, however, I would suggest a recommendation to the 
institutions in the report of the Committee, We at Missouri 
would take such a recommendation quite seriously, I would 
further suggest that tuition refund policies be mandated for 
institutions that have mismanaged their loan programs. All 
colleges and universities should not suffer for the ills of 
a few, 

Mr, Chairman, my two primary points are these: 

1, Return to the national policy of equal educational 
opportunity, 

2, Adopt legislation that relies prime.rily on program 
review principles developed in cooperation with 
the institutions, the lenders, guarantors, and the 
Department of Education, 

The Subcommittee is to be congratulated for producing a 
bil? that, in general, responds well to a very difficult 
situation, I hope the Subcommittee will consider the 
reservations that I have mentioned and that it will drop the 
other shoe: increase grant support for the most dis- 
advantaged stt^dents and return to the national policy of 
equal education opportunity for all. 
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Mr. Williams. Thank you very much. 
Mr. Coleman. 

Mr. Coleman. Thank you, Mr. Chairman. 

Peter, Fm glad to hear you say what you said in a very straight- 
forward w iy. I believe we tried to make this point on Tuesday, that 
nobody is against large schools coming under review if they have a 
high volume of defaults. 

What seems to me to be a wasted limited resource is to utilize 
the government to go after and to review institutions whose 
volume is high but whose default rates could conceivably be low or 
certainly below average. This is a waste not only of the govern- 
ment's limited resources, but of the institution's limited resources 
as well. I think that" your testimony has spelled out exactly why 
this would be unfair. 

But 'here are those who believe that if you have a problem, and 
we are talking about dollars, the number of dollars in default, the 
way to solve that problem and reduce those dollars is lo go after 
the schools that have high loan volume. I would just like to have 
you address that question. Why not go after where the money is as 
opposed to the proposal that I suggest is, which is on the default 
rate basis, just that part of the equation, and I have another ques- 
tion for you. 

Mr. Magrath. The beginning of the answer is that old quip 
which I can't jjaraphrase that, you know, for every problem there 
is a simple, quick, direct solution. It's wrong. It comes from Menc- 
ken, and I can't quite paraphrase it. The reason that, in the first 
place, large institutions deal with a larger volume by definition. 
The University of Missouri, the University of Michigan, Michigan 
State, Ohio State, large community college systems in Florida, Cali- 
fornia, wherever, are dealing with large volumes of students. 
Therefore, inherently they are going to be making more available 
in grants to the Federal programs and loaning more throujh the 
GSL program. Their doUcr volume, regardless of defaults, is very 
high. 

Their programs can be either well administered or poorly admin- 
istered. None of us are perfect, and none of us are above program 
review. Frankly, I wouldn't mind having program review at the 
University of Missouri. I am not here to stimulate that, but I'm not 
afraid, quite seriously. I think we have an interest in being as good, 
frankly, as we can be. 

But to in effect program review and potentially sanction institu- 
tions simply because the dollar volume is high on loans and tl.ey 
are dealing with large numbers of at-risk students, by definition 
are going to have a higher default rate than let's say the students 
at the University of Missouri at Rolla. I said there is a three per- 
cent annual default rate. That's a residential college. A significant 
number of those students are low or middle income students, pre- 
cisely the ones for whom the GSL program was designed, and they 
don't default. 

You go to institutions that are dealing with at-risk students and 
large volume, they are going to have a large number, perhaps 
crank out in percentagt terms. But those institutions may have ex- 
cellently managed programs, and their default rate as a percentage 
may be very low. 
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It simply isn't addressing the real issue is my answer. 

Mr. Coleman. I think your suggestion is a good one, and I would 
hope that the chairman would also think it is a good one. That is 
If we want to take the volume on one side, that we add another 
tactor to this formula, and that is, if there is a default rate that 
tri^ers it, then the highest volume people can also come under 
that type of scrutiny. It would make more sense to me. Would that 
make more sense to you? 

Mr. Magrath. Yes, sir. I think the thing to avoid, there is a 
problem and we want a lasting or at least a solution that will last 
tor some indefinite period, we want to look at multiple criteria, 
bimply to peg It on the dollar volume alone isn't addressing the 
real issue which may be mismanagement and in some cases unethi- 
cal behavior on the parts of some institutions and individuals. 

Mr. Coleman. Having answered these questions, let me ask you, 
do you support a default rate trigger mechanism on the other side 
ot the equation as opposed to the top five percent of defaulters in 
the nation such as the 25 percent figure, which I proposed, as an 
automatic figger for review; and if not, why not? 

Mr. Magrath. Twenty-five percent on dollar volume? 

Mr. Coleman. No. 

Mr. Magrath. On default? 

Mr. Coleman. On rate. 

Mr. Magrath. Fm not wildly enthusiastic about it, but I guess 
that If an institution has a 25 percent default rate, so we are clear 
with each other, a trigger mechanism to initiate a program review 
which may lead to a conclusion there is something seriously wrong 
here and it needs to be addressed and the institution and others 
are not meeting their responsibilities. But it may lead to a conclu- 
sion that there are reasonable explanations as to why that institu- 
tion has, let s say, a 27 percent default rate. I would not personally 
oppose that. ^ ^ 

But I would not want blanket sanctions imposed until after there 
has been a review and then a discussion and then presumabl - a 
default reduction agreement worked out. 

Mr. Coleman. The default reduction agreement of course, if it is 
complied with, in good faith, is what we are looking for. 

Mr Magrath. Yes, sir. 

Mr. Coleman. Fm taking more time than I should. I would wait 
" n "Vlr^^t^^^ colleagues have a chance to ask questions. 

But, Ms. Donoway, you mentioned a tuition refund policy. I think 
this IS a major issue in the draft bill. Both of you, in fact, from a 
very different perspective, one being a proprietary institution, the 
other a public traditional college system, have stated your opposi- 
tion. 1 wonder if you want to amplify on that at all because obvi- 
ously the concern is that there are some students that are not getr 
ting, nor is the government getting, the best use of the dollar if 
they leave the institution prematurely. There are some who think 
that the schools kind of lose interest in a student after they set 
their money. ^ ^ 

Ms. Donoway. I think the issue about the tuition refund policy 
perhaps plays some part in defaulted dollar amounts. My experi- 
ence has been that if a student is predisposed to default, they are 
going to default on a $900 loan or a $2,000 loan. I think it would be 
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interesting to look at States such as Massachusetts where for cos- 
metology schools there is a straight pro rata refund to see whethv^r 
or not the defaulted dollars or the default rate are any different 
than those States that do not have a pro rata tuition refund. 

My personal position is that if we were to move to a ^.rc rata 
refund policy, as long as that policy were segment blind, I think 
that I, as an owner of a private career school, could live with that. 

I think the problem, and I will let my colleague respond to the 
problem, that I think the two and four year public and private uni- 
versities are going to experience is how to determine the student's 
last day of attendance. So I think you open up a question since at- 
tendance normally are not maintained how to actually effect a pro 
rate tuition refund policy. 

Mr. Williams. The gentleman's time is concluded. 

Mr. Martinez. 

Mr. Martinez. Yes, Mr. Chairman. 

Ever since this debate got started, Tve been espacially concerned 
about those disadvantaged people that are looking for a means to 
get an education that they wouldn't otherwise be able to obtain. 

Things are in this bill, such as the 30-day delay, which I think 
will hurt those students that seek that kind of education with that 
kind of dollar that they wouldn't normally have. They won't nor- 
mally have the cash they need to get started unless the school ex- 
tends the credit to them and allows them to put that time in before 
they expect any payment. If disbursement of aid is to be delayed, I 
don't know l ow they are going to even start. I really have a prob- 
lem with that. 

One of the things I've wondered since this began, is how to meas- 
ure the liklihood of completing the program. I visit ed a private 
school in Caiifornia and talked to the owners about the situation. 
They felt that many times when the Secretary of Labor charges un- 
scrupulous schools have taken advantage of the program and stu- 
dents by enrolling the students in programs that they know they 
are not going to complete and not caring whether they complete o: 
not, just as long as they get paid the money up front and they get 
their payment and continue their business. I don't know that you 
can really determine the liklihood of completing the program that 
way. 

There was a colloquy between the chairman of the full commit- 
tee and the Secretary of Education, Mr. Bennett, in which the 
Chairman outlined the situation of a very reputable university that 
had a high default rate. That doesn't mean that that school is an 
unscrupulous school. The Chairman never did get anywhere with 
that because people sometimes, when they have a mind set, are un 
willing to open their minds to a concept that doesn't fit their pre- 
conceptions. 

But my problem is that if you realize the money is paid to the 
school, and the school then has an option to return some of that 
money as a living stipend to the student, the bulk of it is for that 
student's tuition and necessary materials to complete their educa- 
tion, Considering that an education, as most people see as the goal, 
is to complete the education they need. They consider it successful 
if they can complete it to the point of productivity to themselves or 
to society. 
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But I think the emphasis is on the default of the loan itself. If 
there is the control by the school of the funds and the control of 
the bank in the first place in certifying that that student is a po- 
tential success and can participate in the program and would prob- 
ably pay back, I think youVe got to establish that kind of a criteria 
first. The school has got to have the ability to interact with the 
bank in order that the bank know when these students are failing. 
If there is some chance of counseling to help this student stay in 
^school and complete his education to the point of self productivity, 
then we ought to do that. 

The problem that I have, is that I don't think we are thinking in 
terms of those disadvantaged students who these programs were 
made available for, for them to gain an education that they other- 
wise wouldn t have. The emphasis seems to be on deterring or stop- 
ping defaults, which yesterday I think was stated at 13 percent. 

I think if we think in terms of the Pell grants that are outright 
grants, we don't care whether those students complete or not, 
whether they are successful or not, because it is a grant outright. If 
we lost It, we lost it. I think that kind of thinking ought to perme- 
ate our thinking in the loan programs too. If students fail because 
they weren t given the right counseling or because of other reasons 
within their own environment, then we ought to be thinking about 
maybe that in the same as a Pell grant loss: big deal. 

How many of the difference between 13 and 100 percent, if my 
mathematics here serve me right, is. quite a bit of a success. We 
shouldn t think about it in terms of our anxiousness to do some- 
thing about this 13 percent default rate. 

What I would like to know from you, from a private school, be- 
cause private schools are more likely to come under the charge of 
being unscrupulous than are the universities and institutions that 
are established for many years and serve a good number of people 
other than those disadvantaged students is whether you see any 
way in which, without great concern for that 13 percent, we could 
develop a system by which you, in conjunction with a bank could 
Identify very readily when a student is about to drop out and give 
him the counseling if he needs it. If he doesn't stay in, if he drops 
out, then you have that loss rate. Any business begins with the un- 
derstanding that there may be a loss rate, that you can somehow 
monitor the point where you minimize the amount of dollar loss 
without creating a problem. One of the questions I would like to 
ask you, as being from a private school, is: do you feel that maybe 
in private schools more than universities, there should be some cer- 
^^"cation by the Department of Education as to whether schools 
would be qualified to participate in the program at all? Because if 
the concern is for unscrupulous private schools, or any school 
there ought to be a method of certification initially rather than 
waiting until there is a great default rate in this institution and 
then deciding that there is something wrong with that institution. 

Ms. DoNOWAY. To answer your second question first, there is a 
system. A school of course must be nationally accredited, and they 
niust apply to the Department of Education for eligibility to par- 
ticipate m any of the Title IV programs. 
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The eligibility determination does include a certification process 
whereby the Department reviews the administrative capabilities of 
the institution. 

We are dealing with a program that in my last 16 years of deal- 
ing with this program that now has been focused ' *ients 
for whom this program was never developed, rhe ' s de- 

veloped to serve middle income and higher inco^ and 
their families to help them meet the ever rising cos . i ^ . ^vOnd- 
ary education. 

We have now limited that program to need basad so ihi\\ only 
the needy students are now eligible. 

Am I getting buzzed like on the Gong Show? 

The other part of it is that the attention in the last almost 20 
years has been focused on the front end of this program; that is. 
the distribution of applications. The role of tht institution has bean 
totally limited to merely the certification of enrollment and/or sat- 
isfactory progress and/or eligibility for the loan* 

We are now focusing or the repayment becaus;e there are a loi of 
dollars and it is a nii*jor cost to our taxpayers to support this pro- 
gram. 

I think the institution can help in this, can help with the lend- 
ers. We have never been asked before. In fact, we have never been 
provided with the tools nor the information to be able to respcnd to 
this problem. 

I do believe that part of the problem is a socioeconomic probJen;, 
and I speak from experience where I can give you an example of 
one of my schools located in Prince George's County which has a o3 
percent default rate. Another of my schools located in Falln 
Church, Virginia has a 14 ijercent default. A third of my schools, 
located in Manassas, Virginia, new in the program I will add, but 
has a default rate of a little over six percent. 

We administer the program the same way, we proe ss applica- 
tions the same way, we counsel the students the same way, and yet 
we have a differential default rate, as we do a differential dropout 
rate. So I think servicing a higher risk population does have some 
costs that the government does have to bear. 

But I still fully support the institutional involvement. I think 
that once we do become involved, I think we will see a reduction in 
default rates across the board. 

Mr. Martinez. One last question. When you said the program 
was originally designed for middle income students, I can remem- 
ber the debate and the discussion that took place on why we were 
only concerned with the poor and disadvantaged when there was 
also a middle income problem. Because of the cost of living, middle 
income people may have a reasonable standard of living but they 
couldn't afford to send their kids to college. So their kids were 
being denied, but we were taking care of the poor and the disad- 
vantaged. We ought to provide something for them. 

I agree with that wholeheartedly. The problem is that there is a 
little different situation for middle income students. I don't know 
why we don't require, in a student loan to a middle income family, 
the co-signing of the family. Even if the student defaults and the 
burden falls on that family, there are two things that hapi)en. One, 
guaranteed, the family is going to press the person to stay in school 
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to complete the payback. The other is that they know that if the 
rSf i^^®""!- Siven as was suggested yesterday by the Depart- 
ment of Education to the loan rec pient, then they could extend tha 
payments so it really wouldn't hurt them in a great big wav But 
they have to sacrifice too. If they want their children to have an 
education, they have to sacrifice too. 

• ^° u I®® reason why we are not even thinking or talk- 
ing about that in regard to student loans. But I am hopeful that as 
we progress with the hearings and the testimony that we will come 
ap with legislation that deals with all of those considerations that I 
think are being ignored right now. 
Thank you. 

Mr. WiLUAMS. Mrs. Roukema. 

Mrs. Roukema. Thank you, Mr. Chairman. 

I would like to reiterate a point that Ms. Donoway has made: the 
data base IS inadequate. That became apparent in the testimony of 
the Secretary of Education the other day. They promised to provide 
more data. ^ 

I do not, however, think that the insufficiencies of the data base 
Should deter us from taking some obvious steps right now 

It seems tc m that we understand to some extent the prob? i 
that default occurs with the dropout rate, in relationship to a u- 
outs. But what has been your experience in terms of the relation- 

]Fx among graduates in proprietary schools'? 

Ms. Donoway. I think that is an interesting question because we 
were just asked in the State of Maryland to— we were given a 
sample of our defaulters and asked to indicate whether or not they 
had dropped out or graduated. I was surprised to see that many of 
the defaulters on the list were actually graduates of the school. 

Fart of that problem has been the lack of the communication 
iw A ® 15"?®^*° mstitution. I think my experience has been 
thar the students are not necessarily defaulters in the profile of a 
be found" "^^^^ ^^"^ skipped, they are gone, they cannot 

Many of my students when they move they do not think to go to 
a post office and xeave a change of address. What we have been 
able to do, with cooperation with our lenders, is when a student be- 
comes delinquent we know where they are working. We know how 
in touch with them to help reduce the default rate. 

Mrs. Roukema. Yes. You have hit on an important point which I 
vould like the president to speak to, and that is, how can we im- 
. o^°t/?" ^^""^ the lenders in improving the col- 
lection system? It IS my understanding through other testimony 
and other documentation that I've seen that the schools, particu- 
universities, are noncooperative with respect to 
working with the banks and the lenders. Does your university 
system make a special effort? Do you see areas for reform there? I 

AT Soing U) be a key part of any meaningful reform. 

Mr. Magrath. I m not a specialist on financial aid so I can't di- 
rectly answer your question. But you are raising a good point that 
IS consistent with my feelings about what should be done. 
*u i r'^r®.^*"^* ^* absolutely appropriate to develop a system 
that liPks the communication between the lender, the institution, 
tor that rnacter the guarantors are involved in this as well, and of 
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course the federal Department of Education. I believe that it is ap- 

f)ropriate to insist on the development of systems that provide that 
inkage. 

I am quite confident, but I can't offhand give you the statistics, 
that on our graduates of the University of Missouri, that is those 
who complete or graduate or leave in good standing, the payment 
back and the default rate is very — there is still some, there is 
always going to be some, but it is relatively quitft low. 

I think that there is a communication issue, and I think it is a 
responsibility of the lender frankly — after all, they are making 
some money on this. Let's nof set that aside — for them to have a 
major obligation in helping to collect that loan. But I think that 
colleges and universities which have a self interest in having stu- 
dents come their way and hopefully get decent and good educa- 
tions, we have a responsibility to collaborate with the lenders. I 
think that's doable. 

Mrs. RoUKEMA. But you see no problem— mean, this has been a 
deficiency of the system. Whether the lenders have been casual or 
whether the schools have been casual, everybody points fingers at 
each other. 

Mr. Magrath. That's right. I think we've all been 

Mrs. RouKEMA. Guilty. 

Mr. Magrath. We've all been casual. 

Mrs. RouKEivA. Casual. 

Let me ask you another question, holding up my State of New 
Jersey proudly as a leader in this area having had a V3ry good 
record in terms of monitoring loan programs and reducing default 
rates dra* .atically with a concerted effort by the Departmant of 
Higher Education, what are you doing in your State? Do you have 
a State guarantee agency, or has there been a concerted effort in 
the State of Missouri? Do you see the necessity for requiring States 
to take individual State actions? Should that be a mandate? 

Mr. Magrath. I don't tend to favor education and exhortation 
rather than mandates. The State of Missouri is essentially at the 
national average on default rates. In saying that, I don't mean to 
imply that we ought to be comfortable or satisfied with that nation- 
al average. We want to pull it down because we want that money 
to flow back to students who have need. 

But our institutions, ! speak not only of the University of Mis- 
souri, I am speaking of the community colleges and all the postsec- 
ondary institutions, are responsibly run. They are concerned. Many 
of them do deal with large numbers of at-risk students. 

Mrs. RoUKEMA. But you have had no statewide program or con- 
certed effort? 

Mr. Magrath. We don't have a State of Missouri program that 
specifically answers the issue that you are raising. 

Mrs. RoUKEMA. We will hear later from the State of New Jersey, 
and I think there are other States that have demonstrated extraor- 
dinary efforts through the State guarantee agency and a task force 
set up by the chancellor that reduced the default rates. 

Mr. Magrath. I thin!; that is obviously worth pursuing. My only 
comment would be I would hope that in d..aling with this, and this 
is just a general comment, we don't set up 16 monitoring and con- 
trol systems because then we will have another kind of a problem. 
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Mrs. RouKEMA. Well, the problem is so large now, as you correct- 
ly pointed out, that it is eroding support for the student loan pro- 
gram, and I am afraid that there will be a backlash should this 
problem go unattended without dramatic results and improvement. 

Mr. Magrath. Agreed. 

Mr. WiLUAMs. Thank you, Ms. Roukema. 

Ms. Donoway, what percentage of the students at your schools 
who drop out, do so within the first 30 days, what percentage, if 
^^iV ^^^^ figures, drop out within the first 15 days. 

Ms. Donoway. Mr. Chairman, I dc..'t have those figures. I can 
say, however, that when a student is going to drop out, we see the 
poor attendance patterns within the first two weeks. We see that, 
and then they might come back for a day or so, but normally it is 
withm that first two weeks that they just stop coming to school. 
^ 1 would be more than happy to provide that information to you 
m writing. It is very accessible. 

Mr. WiLUAMs. President Magrath, you and my colleague and 
tnend lom Coleman, and I share the same concern about pursuing 
scHoo s that although they may have a large volume of dollars in 
deiault have very low default rates. 

My concern about that is overridden, at least it was when I intro- 
duced the bill, by the realization that the difficulty in the United 
btates appears to be not the overall default rate, but rather the 
volume of dollars in default. It tells us that some schools with very 
low default rates, or reasonable, whatever that definition of that is, 
reasonable default rates, but with a very high volume of dollars in 
detaults are going to have to pitch in if we are going to get this 
problem resolved. t> & & 

• J^x® "^^^MH ^^^^ ^he administrators, the Federal admin- 
istr^^on? of GSL, that is, the Department of Education and the 
scnools, to work together in a reasonable appropriate friendly fash- 
ion. The reviews that we anticipate for the top five percent on both 
the rate and the volume, those reviews are not meant to be pejora- 
Jr ^^^^^^ simply a mechanism to bring institutions together 
^flu government in an effort to write an agreement tu help 
with this problem. ^ 

Now Tom makes the point, perhaps correctly, that you simply 
a/en t going to get blood out of a turnip. So while the attempt may 
not be entirely inappropriate, it isn't going to result in anything 
because schools wiin very low defauL rates aren't perhaps going to 
tind a w£ to reduce the volume of dollars in default. They are 
domg the best they can with what they have now. 

Perhaps that's correct. AH of us are ouen to change in this leris- 
lation. * o to 

Ms. Donoway, what is your overall default rate in your schools? 

Ms. Donoway. In my school in Lanham, it is about 33, 34 per- 
cent, a httle over 33 percent. 

Mr. WiLUAMS. But overall in all your schools, do you have an av- 
erage for it? Is it 20 percent? 

Ms. Donoway. It would be around 20 percent. 

Mr. Williams. Do you know how many volume of dollars you 
have m default? 

Ms. Donoway. No, not offhand. 

Mr. Williams. About $200,000 or $300,000 I would imagine 
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Ms. DoNOWAY. Probably not even that much. 
Mr. Williams. Not that much. 
What is your default rate? 

Mr. Ma-GRATH. I am not going to be able, Mr. Williams, to answer 
the dollar volume altLou^^h we can certainly provide it. We've got 
four campuses. They are all similar but somewhat different. Co- 
lumbia campus is 6.7 percent, Kansas City is 9.8, St. Louis is about 
8 percent, Rolla is 3 percent. 

If I may, I think that even though our default rates are below 
the national average, our volume may be high in terms of the insti- 
tutions that are admitting a large number of low income students. 
Even if we don't come under trigger mechanisms, frankly I've got a 
vested interest in bringing this down as part of a solution bertause 
it is to my, not narrow, but my broader objective that we have 
access for our students at all kinds of institutions. To the extent 
that there is a loss of credibility for the loan and the grant pro- 
grams, we don't meet the educational opportunity requirements. 

That's why I said that I think we need multiple criteria. There is 
no reason, by the way, that we cannot even have examinations, 
constructive examinations of institutions of large scope and size to 
see how they can do better as models for other similar institutions 
if we are really going to work together to deal with a serious 
matter. 

Mr. WiLUAMS. I suggest that these two witnesses represent the 
juxtaposition that faces the GSL program. Here we have schools 
with a relatively high default rate, maybe $20C,'^0r default; ht .e 
we have a school represented that has a relatively . jw default rate, 
and if iny calculations are right, perhaps ?2 millior. or $3 million 
or $4 million in default. 

Now th-J question is, do we only go after the.je schools that have 
the high default rate and the small volume ot dollars in default? 
When I say go after them, I mean have the Department of Educa- 
tion visit them to see if we can't get an agreement as to how they 
might both try to reduce not only their default rate, but the 
volume of dollars they have in default. 

To say that large schools with a low default rate but millions of 
dollars in default cannot do any better seems to me to be wrong. 

I want to say a^ain I am not absolutely married to every provi- 
sion in this bill. As we've gone through I ve seen several flaws in 
the bill that can be improved. To be perfectly frank about it, one of 
the reasons that I put the top five piece on both ends was to get the 
discussion that we havt. here with this panel. 

We are very appreciative of both of you coming before us and 
giving us your good advice today. Thank you very much. 

Mr. Magrath. Thank you. 

Ms. DoNowAY. Thank you. " 

Mr. Williams. If the next panel of Ms. Armstrong, Mr. Craig, 
Mrs, Miller, and Mr. Strada will come forvv^ard. With the permis 
sion of the members of the subcommittee, the chair and the rank- 
ing member would prefer to, if we can, to keep the subcommittee 
in session even during votes where one of us on our side would 
agree to chair while the others vote and return. We have a long 
agenda today, and if it is possible to do that, Fd appreciate it. If we 
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are doing a general vote tc begin with, I'm willing to stay if some 
ot the others of you want to go to make that vote. 
Mr. Coleman. 

Mr. OoLEMAN. Mr. Chairman, I would like to present to the com- 
imttee Sue Armstrong who is the financial aid officer at a small 
liberal arte college m Liberty, Missouri by the name of WUliam 
Jewell College, a :oilege from which I graduated and which I think 
that now the world should know that the Chairman also at one 
time matnculated. Although he did not continue his studies at the 
college, we are glad to know of his relationship and association and 
knowledge of that institution. As a result, this small school with 
1,OOU studente is well represented here in the Congress on an im- 
portant matter. I look forward to having Ms. Armstrong's testimo- 
ny here today before the committee, tcatmiu- 

Mr. Williams. Ms. Armstrong, I, too, want to welcome a repre- 
sentative of the school that I once attended and look forward to vis- 
iting again hopefully before long. Please proceed. 

i^TATEMENT OF SUSAN ARMSTRONG, DIRECTOR OF FINANCIAL 
AID, WILLIAM JEWELL COLLEGE, LIBERTY, MO 

1 ^ '^°"!^. like to say that, first, we no longer have 

1,000 studente. It s more like 1,400 day studente and another 600 in 
evening programs. So we are closer to the 2,000 range. That 
number has been holding over the last ten years. We do not expect 
^"m^^I ^"Creases in enrollment for the future. 

Mr. Chairman, with due rt«spect, I -vould appreciate having writ 
t«n testimony included in the hearing record, and from there I 
would like to summarize some main topics basically in response t . 
three pomte: the Default Reduction Bill based on the subcommit> 
tees consensus agreement; also the H.R. 3876 bill introduced by 
Congressman Coleman; and, thirdly, legislation to address the r^ 
sponsibihty of the student borrower in particular. 

In the draft bi'l which was presented earlier I would like to ask 
tor requiremente to be made for disbursement of student loans in 
relation to the second disbursemente. I think that's a major prob- 
lem with some lenders whereby the disbursemente are made much 
m advance of the second term start date. This lias created prob- 
lems at both the schools and at :he lender facilities 

Students do not for the most part need the funds in advance of 
the second disbursemente or second start date, and I would say 
f A ' u°ij ^ ''"'^Set better that they must have those 

^1,?!^° ^^^^ ^ *h®y are needed, I would be in favor 
pt a dO-day period pnor to the second term start date which I be- 
lieve IS m the law. 

"The requirement for method of disbursement, most studente al- 
ready do this. Most institutions do request of a lending institution 
when they want their second disbursemente disbursed, and I think 
that that should be provided for them. 

I am in favor of a default reduction agreement for institutions 
who are deemed to have high default rates. 

I am not in favor of the school being responsible for making +Iie 
contact duringr the grace period. I feel that should be a lender re- 
sponsibihty. 
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Since exit interviews or in-school exit interviews are already re- 
quired by law, I am in favor of that continuing. I think though 
many institutions have used this counseling of exit at the time of 
graduation or withdrawal. But I would be in favor of that happen- 
ing prior to a student being matriculated into an institution. 

The Pell grant application requirement for GSL and SLS loans 
should not be difficult to administer, and I am in favor of that for 
all institutions. Many institutions already require of their students 
this application process, and I think it is only sensible that it 
should take place. 

More institutions than not can determine whether a student is 
an eligible borrower or an eligible grant recipient, but for the non- 
seasoned administrator that is not eacy to do in the beginning. It 
does take someone with experience to be able to determine that 
with some figures outright. At my institution, I always calculate 
first before I give a response to a student. 

With relation to ihe GSL loan application requirement for SLS 
loans, I feel like this is extremely important during the next few 
years to monitor because of the new changes in the congressional 
methodology. It might surprise many of you to know that self-sup- 
porting students who traditionally were not eligible for the guaran- 
teed student loan now will be eligible under the new congressional 
methodology formula. Therefore, I am in favor of this requirement 
being in the law. 

From this experience recently in determining eligibil'ty for the 
school year 1988-1989, 1 found many independent students who have 
a family of four, only one in college, with a middle income range of 
§40,000 to $50,000 having eligibility for a $4,000 guaranteed loan at 
my institution. I do not have high budget standards. I do not 
incorporate excessive maintenance allowances into my budget. In 
fact, if I did, I would have a very severe problem for the needy 
student because I could not meet those nee is of the students because 
we do in fact limit eligibility or the actual amount that we award on 
SEOG, Perkins loans, and other institutional aid. Therefore, I do 
have a reason for keeping my budgets low. But nevertheless the 
guaranteed loan has become available and is becoming available to 
more and more students in that sector. 

On the contrary, dependent students are becoming less eligible 
for theje loans and possibly costs in the program may not change 
as a result. 

I would encourage elimination of some of the provisions that are 
contained therein, especially the provision dealing with initial dis- 
burseme.^0 of student loans. I feel that the prc^eeds are necessary 
at the beginning of classes, that students are r ying on those fands 
for purchase of books and supplies. In addition, thev need transpor- 
tation costs met. For the institution to withhold these funds from 
students would be difficult, and the fact that the institutions have 
relied on that income to pursue "-.heir educational endeavors. 

Secondly, to have the institution come up with some financing al- 
ternatives of their own would be administratively burdensome. 
Therefore, I would not want to have that in the provision. 

Now in relation to that also, I would be in favor if a school was 
in a default reduction agreement to have that provision retained, 
because I feel like first year borrowers are much more a risk than 
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students who have proven to maintain satisfactory progress at an 
institution. 

I am not in favor of a tuition refund policy change at this time. 
iJiSpecially speaking from the private school perspective, institu- 
tions such as mine count on having 1,400 students because 1,400 
students are budgeted for during that year. If a studeat ceases at- 
tendance at any point, then it is too late to replace that student 
with another warm body. Therefore, for that reason I would ask 
that to be eliminated. 

I don*t, further, think that will reduce my default rate whatso- 
ever. Very few students withdraw once they have commenced their 
attendance at this institution. In my experience at the college, less 
than one percent during the year withdraw. In fact, it is probably 
fewer than a half a percent of the students who would withdraw, 
and most of those students are not the xlrst year students but up- 
perclassmen. 

Further, I would be very careful to mention that I do not think 
large spread restrictions should be made on institutional promo- 
tional activities. My reason behind this is that many of us use our 
alumni to assist in the actual recruiting of the college. I think if 
that provision is to be made, some clarification needs to be made 
with regard to that aspect. I do not believe, though, they should re- 
ceive any kind of commission for any of the work that they do I 
would just ask careful consideration of that. 

In response to Congressman Coleman's bill I would like to say 
that there are a few other provisions listed in the draft bill that I 
would like to see encouraged. One is the supplemental insurance 
premium for the high default institutions. 

Presently in the draft bill that does not come up as a provision, 
and I think that would be very helpful if the institutions do stake a 
claim. 

Secondly, I would encourage enhance due diligence requirements 
on the part of the lenders. I do think that preclaims and supple- 
mental assistance is needed in order that early action can be taken 
to facilitate a borrower into repayment. 

In a somewhat summary fashion I would say that the provisions 
made in the bill will add many administrative burdens to the insti- 
tutions on the whole. I am not sure that all of the administrative 
burdens are necessary because many of them will not directly in- 
fluence the default rate. 

My main concern is that we are not really addressing the major 
probi ^m which is that of the student borrower's responsibility. I 
think that the borrower must be held responsible for his or her re- 
payment obligations, and I would encourage Congress to look at 
legislation to address this particular concern. 

I am in favor of co-signers. At one point in the loan program 
many of the lenders did require co-signers. That could help in the 
long run of securing someone down the road to repay that loan ob- 
ligation of the student. There is concern though that if a dependent 
student cannot secure an endorser, a co-endorser, then that student 
would be denied a stud .it loan. However, I think too that legisla- 
tion c^mld be mcorpor ted whereby some special circumstances 
could be considered. 
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In addition, I would encourage credit checks. Tha': too used to be 
the responsibility of the lender and one which they took seriously, 
especially with regard to the self-supporting student boriower. We 
are finding many more self-supporting borrowers these days, and I 
think that we have to address that concern. That is a rather mini- 
mal cost to a lender. A lender can have a credit check made for 
less than $1.25 or around $1.25 per borrower. The institutions Tve 
spoken with recently have indicated their favorable response to 
that. Plus, it is not a time consuming effort on their part. 

As has been mentioned ec*rlier, I think that the national data 
base needs to ^e improved. My concern there is that stuaents are 
jumpiT>g States as well as agencies, the guarantee agencies, in 
order to apply and receive additional loans through the guarantee 
program. Unless we can combat that problem, we will contin«.e to 
have fraud and abuse, which of course leads to that default prob- 
lem further. 

The financial aid transcripts are just simply not enough, espe- 
cially when we are looking at many guarantors and many States 
participating in the program. 

Further, I might even add one other provision that I would like 
to see included or maybe net like to see, but may possibly work, for 
borrowers who have past grant program funds or they are recipi- 
ents of past grant funds, in the event of default I would be in favor 
of those students having all theii* grants transferred to loan status. 

That may not meet with favorable response from the aid commu- 
nity, but I think that if their grants could be changed to a loan in 
the event of default, that that might encourage them to repay. 

I think in closing I want to say that the ^itudent should be one of 
the major factors in this provision. The institutions do play a heavy 
role as well as the lenders. I would have to say that many of the 
institutions I am affiliated with do work well with their lenders 
and their guarantors of notifying students of their entrance into 
the default status. We take this seriously. I don't think it is some- 
thing that has passed by unnoticed. 

Thank you. 

[The prepared statement of Sue Ar* -strong follows:] 
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GUARANTEED STUDENT LOAN DEFAULT REDUCTION LEGISLAltCN 
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Sutaitced by 



Sue Arastrong 
Director of Student Financial Planning 
tfilliaa Jewell College 
Liberty, Missouri 



June 16, 1988 



As a veteran adainistrator in the delivery of financial assistance to 
students at a private, liberal arts college in the Midwest. I subait the 
following testimony to the Subcotaaittee on Postsecondary Education regarding 
proposed legislation on Guaranteed Student Loan default reduction; specifi- 
cally, two bills: the draft bill based upon the Subcomnittee aeabers' 
consensus agreement and a second bill introduced by Congressnan F, Thomas 
Coleaan, H.R, 3876, cited as the Guaranteed Student Loan Default Reduction 
Act, Responses to these bills are given separately so as to prevent con- 
fusion to the reader. 



The draft bill is co^ndable in its intent to assist in student loan 
default reduction. Many factors tend to suggest that the bill responds to 
critical areas of concern in the overall, administration of the Guaranteed 
Student Loan Program including institutional, lender and guarantee agency 
responsibilities as well as the Department of Education's aim to be fair 
and reasonable in the assessment of an institution's default rate. 

The rirst report on GSL default rates issued by the Federal Funds 
Information for States (FFIS), as published in the NASFAA Federal Monitor, 
reports a gross default rate as opposed to a net default rate for institu- 
tions, pough the default rates would appear to be unrealistic based upon 
this admission, the report clearly indicates that a c itical situation 
exists with respect to student loan defaults. This problem is real and 
measures oust be taken now to control and quickly remedy this situation to 
insure that the program continues to be a viable financing source for 
students pursuing postsecondary education. The Department's attitude 
toward the cost of the Guaranteed Student Loan Program is understandable 
and the Department is correct in assessing penalties <uch as the limita- 
tion, suspension and termination prccedures. 

The limitation, suspension and termination procedures are not enough, 
however. These measures speak only to institutions with the highest dollar 
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or percentage default rates. Legisl* .ion must be enacted to assist in the 
prevention of student loan defaults at all institutions regardless of the 
current default rate and regardless of the type of institution (i.e., public, 
private, proprietary). The draft bill, cited as the Student Default Initia* 
tive Act of 19b8 would begin to address the default issue. 



Notice to Borrower and Institution oi Sale of Loa n. The proposal to 
require the lender to notify borrower and last institution attended of sale 
or transfer of a loan and the current holder's address and telephone number 
would help alleviate confusion. Though vhe notification from the lender to 
the borrower would not be a new requirement, the provision that the lender 
also notify the institution would be an additional step. Although the lender 
would incur additional expenses and time commitment to the program, the result 
could prove beneficial. Many institutions, both private and public, counsel 
borrowers on an individual basis; therefore, knowledge of the sale or transfer 
could be useful in tha exit interview process. The immediate effect of this 
requirement would be the reduction of confusion on the part of the student 
borrower which eventtially could assist in preventing the borrower from loan 
default. 

Requirements for Disbursement of 5tude.it Loans . Presently, the multiple 
disbursement guidelines allow for a second loan installment to be disbursed 
after one-third of the enrollment period has passed. The Reauthorization of 
the Higher Education Act of 1965 as presented in KASFAA Federal Monitor, 
depicts this requirement specif irally. Though the intent of the law was 
well-meant, students having "leerned t^'^ system" could get access to their 
second disbursements well in ^dvtfncp of the second tern start date. Lenders 
and schools alike have voiced the^. concerns that this happens all too often. 
Lenders and schools have perceived this as a problem which needs to be addressed. 
The proposal requiring a minimxus interval as stated in the draft bill would 
meet that need. 

Initial Disbursement Requirements . Guaranteed Student Loan proceeds 
should not be withheld from a fir^st-year or any other student at any insti- 
tution. While many colleges and universities could operate with a delayed 
cash flow for a short period of time, others could not do so easily. 
Further, in many instances a student relies solely on loan proceeds for 
books, supplies, transportation and other educationally-related expenses. 
Books and supplies as a general rule must be purchased outright by the 
student. Without loan proceeds, a student would not have the necessary texts 
required for classes. Short-term loans for this purpose offered by institu- 
tions would not be a reasonable alternative due to the increased administrative 
burd>2n associated with them. 

Method of Multiple Disbursement . The lender should disburse loan install- 
men.s as requested by the institution provided the request complies with the 
law which governs multiple disbursements. Many lenders already request the 
institution's input. Others are simply waiting until a law has been pacsed 
before implementing chis measwre. This requirement could work well with 
the proposed minimum interval between disbursements. 

. Withholding of Second Disbursement . The withholding of second installment 
proceeds is warranted when a student withdraws from an institution provided 
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that the loan funds are not necessary to covei costs already incurred at the 
Institution. In my opinion, it is fair to withhold loan proceeds in the event 
of aa over-award. Specifically, 'if the institution is aware of other finan- 
cial resources available to the student, then reason dictates that an aid 
award should be reviewed and subsequently revised. During the past eight years, 
the financial aid staff at tay institution has routinely reviewed and revised 
a student's aid package to prevent an over-award. Although there is a large 
aoount of paperwork involved, not only at the institutional level but also at 
the lender level, it is well worth the effort in reducing a student's loan 
debt and to conserve other institutional and Federal funds. 

Notice to Credit Bur eaus of Delinquency . Lenders should be required to 
report a student borrower to a credit bureau if the loan has been delinquent 
for 90 days. Early notice to credit bureaus may result in the borrower taking 
quick action to remedy the delinquency. At the same tine, a borrower should 
be made aware of the delinquency statu? and the consequences after 90 days. 
If this was a consumer loan, lenders would do everything in their power to 
get the borrower into repayment, A lender should respond to a Guaranteed 
Loan borrower in the same manner. 

^ Default R eduction Agreement . In order for institutions to be aware of 
their current default rate, it is imperative that the Secretary of Education 
annually submit a report to Congress. Based upon the report, program reviews 
should be made jf all institutions who have the highest default catss. The top 
five percent of institutions with highest annual default rate or annual dollars 
in default may very well be an adequate method to base a default reduction 
agreement. However, there is a very significant pool of institutions who 
have a 20 percent or higher default rate. Eventually, these institutions 
night be the target of the reduction agreement suggested; however, the initial 
stage would not include this group of institutions which accounts for nearly 
AO percent. The Federal Funds Information for States' findings suggest that 
about 60 percent of institvticits "nad default rates of less than 20 percent 
(NASFAA Federal Monitor). 

Conditions of the default reduction agreement should nit necessarily be 
Utaited to those in the proposal. Of the conditions noted, the requirement 
that the institution maintain contact with the student borroii<<r in the grace 
period should be eliminated. This should be a lender's respoisibility. 
Additional training in the administration of the Federal aid programs should 
be encouraged. Presently, financial aid administrators receive the bulk of 
their training opportunities through the state, regional or national pro- 
fessional associetions. The Department of Education has provided few 
opportunities for training in the delivery of student aid during the past 
several years. 

As has been suggested in H.R. 3876, a supplemental insurance premium 
may be an encouragemenr. to high default rate schools to take th2 default 
reduction agreement ser^^v^ly. 

The period spec'ficied as the duration of the agreement appears to be 
reasonable in asses' mg an institution's compliance with it. The use of 
L.S. & T. authority shouJbJ be initiated if the institution fails to comply. 
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Pell Grant Application Required for CSL and SLS Loans . Since a Pell 
Grant application is required for GSL eligibility, it should also be required 
for SLS Loans, This requireoent in the law should not be difficult for the 
institution to adoinister since the aajority of institutions do this routinely. 

GSL Loan Application Requir e d for SLS Loans . This requireoent should be 
aet without too much resistance by institutions. Again, this is not a new 
idea to aid adoinistrators. It would appear logical to believe that students 
would first apply for a GSL prior to naking application for a SLS. Though 
•jecause of the drastic changes in the GSL eligibility foroula, many self- 
supporting students may now qualify (using Congressional Methodology). This 
provision will insure that all loan borrowers will be borrowing dollars at 
the best possible rate of interest. 

Ability to Benefit . The ability to benefit provision should be removed 
froo the law. Students should be required to have a high schofi diplona or 
its equivalent, GED, to be eligible for Federal assistance at an approved 
institution. According to the Federal Funds Information for States report, 
the majority of institutions with default rates higher than 60 percent 
include career-type institutions. Included in this group are cosmetology and 
business schools. 

Tuition Refund Policy . The proposal for the tuition refund policy should 
be reviewed with the following in mind. Institutions plan for the student to 
attend the whole semester. Institutions budget wj*.h a specific number of 
students planned and withdrawal fLom the institution affects the income 
source. One must remember that an institution .annot replace a vacant jeat 
in the event of a withdrawal. A refund policy as describ»»d in tho propcsal 
would be unfair to the institution involved. By the same token, the stulent 
would fair well in comparison to traditional refund policies. I do not believe 
changing the refund policy will reduce loan defaults to a very significant 
degree; therefore, review of this proposal is strongly encouraged. 

Withholding of Transcripts froa Defaulting Borrowers . The institution 
should be given the flexibility to withhold transcripts for all students who 
have defaulted on student loans. In the event that the transcript was to be 
used 'or employment purposes, the requirement should be waived. This require- 
mont could give institutions more leverage as the Tax Offset Program has for 
Lh-i collection of student loan dollars. Although leverage would be good, 
the provision would probably not assist in loan default reduction to any 
significant degree. This may cause more administrative burden than good it 
would produce. 

Restrictions on Institutions Promotional Activities . An institution 
should be restr* ,ced form paying commissions in the recruitment and admis- 
sion of students; however, an institution should not be restricted from 
using their alumni to assist in the recruitment effort. There is a fine 
line here and this requirement nay meet with great opposition for insti- 
tutions, both private and public. 
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H.R. 387 /> 



The bill, H.R. 3876, is aiaed At iratitutions with high default rates 
to establish a rcaedy for eliminating or reducing student loan default and 
to enable an institution to continue its participation in the student loan 
progroa. Further, the bill includes provisions to assist in stuent loan 
default reduction. 

Loss of Eligibilit y; Default Reduction Agrcstoents , Depending upon an 
Institution's default level, certain lioitations, suspensions and/or termina- 
tions should be imposed to insure the integrity of the Guaranteed Student 
Loan Program. I aa in agreement with a well-defined plan of action to require 
a high default institution to enter into and comply with a default reduction 
agreement; however, only after a review has been performed by the Department 
of Education. In tiy opj a, high^ default rates reflect an institution's 
overall practices and overall educational quality. It is imperative that 
institutions first enroll students who are likely to succeed at their 
institutions. Speaking from the private school perspective* the majority 
of institutions in the prj sector tend to adait students who will or 
who have the ability to jcceed. Default rates at these institutions tend 
to be the lowest of all categories of institutions (usually lower than 10 
percent according to the FFIS Report). 

Sooe institutions have allowed environoental factors such as declining 
enrollment trends to affect their recruitment acitivities. Others have 
allowed branch or satellite cicpusos io operate without well-trained staff. 
Still others have a high default rate as a result of their location or 
the tendency to draw from under-privileged or low-income OAStricts. 

An institution which relies heavily on Guaranteed Student Loans and 
who is a confiraed high default institution, should be required to enter 
into a default reduction agreement. The next two provisions address the sM, 

Supoleaen tal Insurance Preaiua . In the event a confirmed high default 
institution is found to have encouraged the default probleiJ by profit-driven 
active and not through environaental trends, a suppleaen'al insurance prcmiua 
may encourage institutions to take the default reductio-. agreement seriously 
to reduce loan default rate. The insurance preaiua 5*^uld be assessed only 
for first'year borrowers, A repeat borrower would ' idicate that the student 
was Baking progress toward a degree or certificate objective and that with- 
drawal is less likely to occur. 

Delayed Ce rtification of Loan Eligibility , i would not favor a require- 
ment to preclude an institution froa certifying a student loan until after 
the student had completed thirty (30) days of classes. I would, however, 
be in favor of allowing the institution to curtify the loan whereby proceeds 
could be held until the thirty (30) day period had been t. 

Inforpatio n Required When Certifying Eligibility . Most institutions 
already request the infornation as outlined in the proposal with the ex- 
ception of the identity, address and telephone number of the student employer. 
Unlesa the student is detetnined to be self-supporting, this inforaation is 
often not requested on institutional aid applications'.. Although auch of the 
information is collected, an (dainistrative burden would still exist in the 
verification of the data rece ved. A standardited fora could be provided 
to the lender should such a provision becoae a reality. Although extreaely 
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tlne-con«ualng to adainister, the default agreeacnt nay r*<«ied to include 
thla requirescat. The InforoAtlon provided fron the Institution to the 
lender nay assist In student loan co' lection efforts. It Is difficult to 
deteralne to what degree default reduction will be affected. 

Monthly Reviews . It should be noted that Institutions already notl.:y 
lenders when a student's status changes resulting froo graduation, withdrawal 
Or other reason. The proposal indicates that an institution having entered 
into a default agreenent would be required to notify the guarantee agency also. 
This requirement would be costly to an Institution as well as creating caore 
paperwork. I do not see the correlation of this requlrenent to that of 
reducing student loan defaults. 

In-School and Exit Counaellnn on Loan Obllgatlona . with the recently 
mandated exit Interview required of an Institution, 1 an In favor if a 
reduction agreement eaphaslzlng both In-school and exit counseling of Its 
students. A standardized method could be adopted by an Institution to 
facilitate this provision. The standardized method could be written or 
oral though should require student borrower to sign a statement idlcatlng 
his/her understanding of borrower ob*.igatlons Including deferment, default, 
satisfactory progress, grace period and responslbllty to notify lender of 
change In name, address or other factor which nay at ability of the 
borrower to repay. The student cannot be too Infona^ Although 1 favor 
in-school and exit Interviews, 1 feel the Institution -s being hit hard with 
respect to loan defaults. The lender should bear ;oae of the responsibility 
in reducing student loaa defaults. 

Grace Period Contact Required . This subsection of the re<Juctlon agree- 
acnt should be ellalnated as suggested in the draft bill addressed earlier. 
Presently, institutions are not notified of loan sales with secondary markets. 
Further, lenders differ in their approaches in the tlnlng of sales. Lenders 
should be held responsible for this contact during the grace period. Pro- 
vided the lenders are performing due diligence, this should not be an 
additional burden. 

Asseaaaent of Costs of Adolnlsterlng Default Reduction Agreement . 
The Institution should be made responsible for the cost associated with the 
adainistration of a default reduction agreement. Considering the alterj ntlve 
as non-participation in student aid programs, ills would be a small price to 
pay. 

Applicable Maxinua Default Rates . A twenty-five (25) percent default 
rate may be fair provided the rate determined is not a gross default rate. 
It hat been suggested that the net default rate would represent a more realistic 
approach since gross rates do not reflect borrowers who had defaulted but who 
had begun to repay their stjdent loans. 

Definition . The definition described in the proposal for a net Jefault 
rate would represent more fairness to all institutions. 

Publication of Default Data . The publication of default data should be 
prepared annually to insure that an Institution has the necessary Information 
to monitor Its program more effectively. 
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Enhanced Due Diligence Requirements . The requireoent for the use of pre-claios 
and suppleaental assistance could prove beneficial to the progran m that lenders or 
holders of a note would be required to naintam specific levels of due diligence. 
E*f}y action could facilitate th2 borrower into repayncnt. Institutions should be 
notified when lenders use pre-clairas assistance. Often, the institution can be of 
assistance in providing a new address of the borrower long after he/she has ceased 
attendance. 

Predefault Notices by Lenders to Institutions . Many institutions already assist the 
guarantor in this endeavor. As the institution is nade aware of a borrower about 
to default through the notification by the guarantor, institutions are requested 
to inforo the borrower of consequences of non-repayoent to encourage repayment of 
student loans. 

Responsibility of Accrediting Agencies to Investigate Excessive Defaults and 
Other In dicators of Lack of Successful Eaploytacnt . The accrediting agencies should 
take an active role in detpraining if an institution is oeeting the needs of the 
student population it serves and that the training prograss oeet those needs. A 
high default rate could be a good indic?«.or that the acac^^aic prograas and the 
perfonaaace level of an institution are inadequate. Beyond this assessoent, I do 
not know what types of reviews would be necessary or adoinistrative burden involved. 

Authority of Guaranty gaencics to Require Eligible Institutions to ^ubnit 
Infomation on Students . This requireoent should be elininated froa the .proposal. 
Large institutions nay very well be able to comply jtilizing existing coapjter 
capabilities; however, nany snail and nid-size operations would be unable to 
conply easily. The results may not justify the burden created. 

Proaulgation of Guidelines for Institutional Prograns to Encourage Loan 
'!epayBent . Colleges and universities have typically standardized forns and 
student notifications cost appropriate to tueir individual institution's needs. 
I would not be in favor of a foroat or oodel progras. Speaking froa a private 
school perspective, nuch of the written and verbal contact with students and 
parents is personalized, not standardized. I would encourage the provision to 
rcoain an option to the institution. 



SU^PIARY 

In sussaary, I would conclude that both proposals are aiaed at reducing student 
loan defaults. However, several provisions would create costly adninistrative 
burdens to an institution with only licAted ability to reduce the overall student 
loan defaults. 

In further discussion regarding student loan default reduction legislation, 
1 would ask that you consider the following options not included in the two 
bills just addr<isscd: 

(l) Co-signers tor student loans. This would provide for a good weight 
in future collection efforts on the part of holders. Many lenders 
at one tine required co-signers for their borrowers, but with the 
push to oarket their products, lenders have dropped this as a 
requirenent. Lenders* cornaents have been favorable although there 
is concern that a student without a co-signer may be denied a student 
loan. Lenders and aid administrators alike feel a provision may be 
needed for a student who sinply cannot secure a consigner. 
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(2) Tax Offset Prograo for all guarantors in the student loan prograa. 
This prograa is currently optional for guarantors. 

(3) Credit checks for all student borrowers or for specific groups of 
students provided not disw^xoinatory in nature. The cost of a credit 
check is approxiaately $1.25 per bureau and takes froo 5^10 ninutes 
to pull a bureau. In recent conversations with lenders, the response 
has been favorable in doing this routinely. Opposition does not appear 
to be s^eat at this tioe. 

(A) National Database should be fully operational. The datrbase will help 
reduce abuse and default especially to prevent students fron "jusping" 
states and guarantee agencies to secure a loan even though past loans 
have been defaulted. The database should be accessed by Social 
Security Nuaber and institutions and lenders should be able to access 
the database. An annual fee should be assessed the institution and 
lender for use of this systeo. Financial aid transcripts simply are 
not enough to combat this ever-increasing problem of prior borrowers 
receiving subsequent financial assistance. 

I appreciate the opportunity to voice oy suggestions and concerns for the administra- 
tion of the student loan prograa, specifically, that of the Guaranteed Student loan 
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Mr. WiLUAMS. Thank you. 

The next witness is Mr. Jim Craig, who is the Director of Finan- 
cial Aid at Montana State University. I might note, Jim, that you 
are also the Chairman of the National Advisoi^ Committee on Stu- 
dent Financial Aid. We appreciate your being here and looL for- 
ward to your testimony. 

STATEMENT OF JAMES CRAIG, DIRECTOR OF FINANCIAL AID, 
MONTANA STATE UNIVERSITY, BOZEMAN, MT, AND CHAIRMAN, 
ADVISORY COMMITTEE ON STUDENT FINANCIAL ASSISTANCE 

Mr. Craig. Thank you, Mr. Chairman. I am very pleased to be 
here. 

I have come here today to present to you the committee's perspec- 
tive on the issue of GSL defaults. I should say in introduction that 
the committee has not discussed this issue in formal session, however 
the Executive Committee has discussed it thoroughly and v/e have 
had numerous informal discussion among the members. 

I would like to preface my remarks on the default issue by re- 
porting the progress that we have made in implementing the Con- 
gress's charge. 

As you are aware, Mr. Chairman, the Congress created the com- 
mittee during the reauthorization of the Higher Education Act in 
1986. Congress articulated several purposes for the committee in- 
cluding providing extensive knowledge cf the progi'ams, providing 
technical expertise and recommending actions that maintain access 
to postsecondary education. 

Congress also defined a diverse set of functions for the commit- 
t^^e. These functions include developing, reviewing and commentmer 
on the Pell family contribution schedule and congressional method- 
ology and need analysis and eligibility standards, assessing legisla- 
tive and administrative policy initiatives, commenting on all Title 
ly regulations, recommending data collection and student informa- 
tion needs, survey and analyses, and finally evaluating the delivery 
system. 

Ako, the Congress charged the committee with responsibilities in 
two additional areas: making recommendations on the issue of mul- 
tiple data entry processors; and conducting a study of institutional 
lending. 

We feel that these are very broad and important responsibilities. 
The committee takes them seriously and is very much committed 
to discharging these responsibilities independently and objectively 
and reporting to Congress in a timely manner. 

As you are aware, we are moving ahead rapidly. We have built a 
staff. Our staff director is with me at this hearing today. 

We forwarded to you in April the committee's first report con- 
taining recommendations that deal with need analysis and the de- 
livery system. I have brought copies of that report with me, the In- 
terim Report to the Congress of the United States. If any members 
of the committee are not familiar with that report, I would be 
happy to distribute a copy to them today. 

The recommendations for need analysis improve the performance 
of the formulas while maintaining consistency with the intent of 
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Congress. We have also drafted an analytic agenda that sets in 
motion a set of activities that implement Congress's charge to us, 
including the MDE issue for which we will have at least prelimi- 
nary recommendations by August of this year, and the institution- 
al lender study, the results of which we vnll report to you by June 
of 1989. We will submit our analytic agenda to the Congress after 
discussion at our July meeting. 

Briefly, this document identifies as key areas for investigation: 
simplification of need analysis; delivery system redesign; GSL de- 
faults; student information needs, especially minorities; the MDE 
issue; and institutional lending. 

Moving to the matter at hand today, the committee applauds the 
House's attention to the default issue and the consideration of the 
two bills before you today. This is a problem that is undermining 
the effectiveness of not only the GSL but other Federal aid pro- 
grams as well The problem also threatens to undermine public 
support for the programs and the goals that they achieve. 

In addressing the default problem, it appears to the committee 
that three primary objectives emerge and these must be addressed 
simultaneously. These include preserving access by ensuring avail- 
ability of loans to needy students; reducing defaults and increasing 
collections; and controlling program costs and administrative costs 
for the parties in the delivery system. 

Often these objectives are in conflict. Maximizing one objective 
minimizes the program's effectiveness in another area. For exam- 
ple, the imposition of excessive administrative requirements to ad- 
dress aspects of the default problem may ultimately drive up cost 
of attendance at institutions and increase program costs. These 
tradeoffs create the backdrop for the decisions with which you are 
faced today. 

As the Congress addresses the issue, the advisory committee 
urges consideration of several design principles which various 
members of the committee support. 

The first principle we would urge you to adopt suggests that only 
a broadly based, concerted program involving all parties — each per- 
forming appropriate activities — will effectively address the GSL de- 
fault problem. 

The department must effectively monitor the program through 
program and performance data, conducting program reviews, 
acting in support of guarantee agencies' enforcement of regula- 
tions, technical assistance, and if necessary LS&T procedures. The 
committee is not convinced that the department has performed 
adequately in this regard and supports aspects of the bills that re- 
quire increased monitoring, especially program reviews. 

Guarantee agencies must conduct lender and institutional re- 
views using the most effective selection and review procedures and 
take action against those in violation of laws and regulations. In 
addition, they must be innovative and persistent in collection ef- 
forts. 

Lenders must effectively manage the collection of loans. Institu- 
tions must employ practices likely to avoid student default includ- 
ing admissions, counseling, aid management, retention, and place- 
ment programs designed in part as a response to the default issue. 
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Finally, students must acknowledge their financial and social ob- 
ligations to repay loans. Without shared and balanced responsibil- 
ities, a default reduction program will fail to achieve its full ooten- 
tial. ^ 

Second, we would urge the Congress to avoid adopting an ap- 
proach that emphasizes the imposition of procedural requirements 
on all members of a group in the delivery process. For example, the 
requirement for all lenders to supplement current due diligence 
procedures or for all institutions to implement entrance interviews 
regardless of their respective default rates may unnecessarily in- 
crease lenders and institutions' costs at a time when pressures 
exist to hold those costs down. 

This leads us to the third principle. We would urge that thf Con- 
gress structure its response to the default issue and target appro- 
priate attention, scarce resources and additional requirements on 
lenders and institutions that have a default problem. Requiring in- 
stitutions with consistently high default rates to enter into default 
reduction agreements with the department or guarantee agencies 
IS appropriate and positive. 

Within this context, we would urge that the Congress permit 
some flexibility and support innovation on the part of States, lend- 
ers and institutions' efforts to deal with this problem. Increased 
flexibility for guarantee agencies in selecting lenders and institu- 
tions for review and appropriate remedies to address the unique 
problems that may exist at a lender or institution is but one possi- 
bility of flexibility. ^ 

The fourth principle is a corollary of the third. We would Uige 
U)ngress to adopt an approach that reduced monitoring and appro- 
priate procedural requirements, with necessary auditing proce- 
dures in place, for institutions and banks performing well. If banks 
or institutions have low default rates, we should subject them to 
less regulation and scrutiny. Taken together, the third and fourth 
principles form a set of complementary disincentives and incen- 
tives for performance. 

Fifth, target the default reduction activities effectively using the 
most valid measures available. We would support, for example, a 
proposal that the institutions with the highest default rates be sub- 
ject to default reduction agreements. However, such measures must 
be selected carefully Selecting institutions with the highest dollars 
m default could result in identifyi g large institutions with low de- 
fault rates and subjecting them to potentially counterproductive 
default reduction activities, especially if they are already subject to 
guarantee agency review. 

Also, using a measure such as the top 5 percent without regard 
to a minimum default, i.e., such as 25 percent, would pose a similar 
problem. ^ 

These conflict with the principle we have urged that you consid- 
er: target resources on those most requiring attention and imple- 
menting corrective actions where the return is potentially greater. 
1 bus we urge that a combined approach be used. The institutions 
with the highest default rates above 25 percent be subject to de- 
fault reduction agreements. 

Sixth, we would urge a phase-in of the rate used to select institu- 
tions for reviews and for default reduction agreements. Other Fed- 
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eral agencies have used successfully a declining target rate to pro- 
vide time to achieve the goal of meeting the target. 

Finally, we suggest that it is very important to evaluate the ef- 
forts of default reduction strategies, actions, and program changes 
on defaults. Too little is known at this time even about the default 
problem. 

For example, we must assess the effects of the changes resulting 
frum the technical amendments of 1986 as well as carefully moni- 
tor the effects of program and delivery system changes that new 
legislation may effect. This is crucial in order to continually im- 
prove the progrun. 

If the strategy is to be successful, we must know what v orks 
with lenders and institutions. The committee will assist in this 
regard by analyzing available institution. State and Federal data 
and reporting to Congress. 

The advisory committee remains committed to the improvement 
of the programs and is willing to provide any assistance necessary. 

I thank you, Mr. Chairman, for providing me this opportunity to 
testify. 

[The prepared statement of James R. Craig follows:] 
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DIRECTOR OF FINANCIAL AID SERVICES 
MONTANA STATE UNIVERSITY 



AND 



CHAIRMAN, ADVISORY COMMITTEE ON STUDENT 
FINANCIAL ASSISTANCE 



BEFORE THE 



SUBCOMMITTEE ON POSTSECONDARY EDUCATION 



U.S. HOUSE OF REPRESENTATIVES 



THURSDAY, JUNE 16, 1988 



GOOD MORNING! MY NAME IS JAMES CRAIG. I AM DIRECTOR OF 
FINANCIAL AID SERVICES AT MONTANA STATE UNIVERSITY. I ALSO SERVE 
AS CHAIRMAN OF THE ADVISORY COMMITTEE ON STUDENT FINANCIAL 
ASSISTANCE. I HAVE COME HERE TODAY PRIMARILY TO PRESENT TO YOU 
THE COMMITTEE'S PERSPECTIVE ON THE ISSUE OF GSL DEFAULTS. I 
SHOULD SAY IN INTRODUCTION THAT THE COMMITTEE HAS NOT DISCUSSED 
THIS ISSUE IN FORMAL SESSION. HOWEVER, THE EXECUTIVE COMMITTEE 
HAS DISCUSSED IT THOROUGHLY AND WE HAVE HAD NUMEROUS INFORMAL 
DISCUSSIONS AMONG THE MEMBERS. I WOULD LIKE TO PREFACE MY 
REMARKS ON THE DEFAULT ISSUE BY REPORTING THE PROGRESS WE HAVE 
MADE IK IMPLEMENTING THE CONGRESS'S CHARGE. 

AS YOU KNOW, THE CONGRESS CREATED THE COMMITTEE DURING THE 
REAUTHORIZATION OF THE HIGHER EDUCATION ACT IN 1986. CONGRESS 
ARTICULATED SEVERAL PURPOSES FOR THE COMMITTEE INCLUDING 
PROVIDING EXTENSIVE KNOWLEDGE OF THE PROGRAMS, PROVIDING 
TECHNICAL BXPERTIS2 AND RECOMMENDING ACTIONS THAT MAINTAIN ACCESS 
TO POSTSECONDARY EDUCATION. CONGRESS ALSO DEFINED A DIVERSE SET 
OF FUNCTIONS FOR THE COMMITTEE. THESE FUNCTIONS INCLUDE: 
DEVELOPING, REVIEWING AND COMMENTING ON THE PELL FAMILY 
CONTRIBUTION SCH2DULE AND CONGRESSIONAL METHODOLOGY AND NEED 
ANALYSIS AND ELIGIBILITY STANDARDS, ASSESSING LEGISLATIVE AND 
ADMINISTRATIVE POLICY INITIATIVES, COMMENTING ON ALL TITLE IV 
REGULATIONS, RECOMMENDING DATA COLLECTION AND STUDENT INFORMATION 
NEEDS, SURVEY AND ANALYSES, AND FINALLY EVALUATING THE DELIVERY 
SYSTEM. 
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ALSO THE CONGRESS CHARGED THE COMMITTZE WITH RESPONSIBILITIES IN 
TWO ADDITIONAL AREAS: MAKING RECOMMENDATIONS ON THE ISSUE OP 
MULTIPLE DATA ENTRY PROCESSORS; AND CONDUCTING A STUDY OP 
INSTITUTIONAL LENDING. 

THESE ARE BROAD AND IMPORTANT RESPONSIBILITIES. THE COMMITTEE 
TAKES THEM VERY SERIOUSLY AND IS COMMITTED TO DISCHARGING THESE 
RESPONSIBILITIES INDEPENDENTLY AND OBJECTIVELY AND REPORTING TO 
CONGRESS IN A TIMELY MANNER. 

INDEED, WE ARE MOVING AHEAD RAPIDLY. WE HAVE BUILT A STAPP: OUR 
STAPP DIRECTOR IS WITH ME AT THIS HEARING TODAY. WE FORWARDED TO 
YOU IN APRIL THE COMMITTEE'S PIRST REPORT, CONTAINING 
RECOMMENDATIONS THAT DEAL WXiH NEED ANALYSIS AND THE DELIVERY 
SYSTEM. THE RECOMMENDATIONS FOR NEED ANALYSIS IMPROVE THE 
PERFORMANCE OP THE FORMULAS WHILE MAINTAINING CONSISTENCY WITH 
THE INTENT OF CONGRESS. WE HAVE ALSO DRAFTED AN ANALYTIC AGENDA 
THAT SETS IN MOTION A SET OP SIMULTANEOUS ACTIVITIES THAT 
IMPLEMENT CONGRESS'S CHARGE TO US, INCLUDING THE MDE ISSUE, POR 
WHICH WE WILL HAVE AT LEAST PRELIMINARY RECOMMENDATIONS BY AUGUST 
AND THE INSTITUTIONAL LENDER STUDY, THE RESULTS OP WHICH WE WILL 
REPORT BY JUNE, 1989. WE WILL SUBMIT OUR ANALYTIC AGENDA TO YOU 
AFTER DISCUSSION AT OUR JULY MEETING. 

BRIEFLY, THIS DOCUMENT IDENTIFIES AS KEY AREAS FOR INVESTIGATION. 
SIMPLIFICATION OP NEED ANALYSIS; DELIVERY SYSTEM REDESIGN; GSL 
DEFAULTS; ' STUDENT INFORMATION NEEDS ESPECIALLY MINORITIES; THE 
MDE ISSUE; AND INSTITUTIONAL LENDING. 

MOVING TO THE MATTER AT HAND TODAY, THE COMMITTEE APPLAUDS THE 
HOUSE'S ATTENTION TO THE DEFAULT ISSUE AND THE CONSIDERATION OF 
THE TWO BILLS BEFORE YOU TODAY. THIS IS A PROBLEM THAT IS 
UNDERMINING THE EFFECTIVENESS OF NOT ONLY THE GSL BUT OTHER 
FEDERAL PROGRAMS AS WELL. THE PROBLEM ALSO THREATENS TO 
UNDERMINE PUBLIC SUPPORT FOR THE PROGRAMS AND THE GOALS THAT 
THEY ACHIEVE. 

IN ADDRESSING THE DEFAULT PROBLEM, IT APPEARS TO THE COMMITTEE 
THAT THREE PRIMARY OBJECTIVES EMERGE AND THESE MUST BE ADDRESSED 
SIMULTANEOUSLY. THESE INCLUDE: PRE<:ERVING ACCESS BY ENSURING 
AVAILABILITY OF LOANS TO NEEDY STUDENTS; REDUCING DEFAULTS AND 
INCREASING COLLECTIONS; AND CONTROLLING PROGRAM COSTS AND 
ADMINISTRATIVE COSTS FOR THE PARTIES IN THE DELIVERY SYSTEM. 
OFTEN THESE OBJECTIVI^S AHE IN CONFLICT. MAXIMIZING ONE OBJECTIVE 
MINIMIZES THE PROGRAM'S EFFECTIVENESS IN ANOTHER AREA. FOR 
EXAMPLE, THE IMPOSITION OF EXCESSIVE ADMINISTRATIVE REQUIREMENTS 
TO ADDRESS ASPECTS OF THE DEFAULT PROBLEM MAY ULTIMATELY DRIVE UP 
COST OF ATTENDANCE AT INSTITUTIONS AND INCREASE PROGRAM COSTS. 
THESE TRADEOFFS CREATE THE BACKDROP FOR THE DECISIONS WITH WHICH 
YOU ARE FACED TODAY. 
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Ar THE CONGRESS ADDRESSES THE ISSUE. THE ADVISORY COMMITTEE URGES 
CONSIDERATION OF SEVERAL DESIGN PRINCIPLES, WHICH VARIOUS MEMBERS 
OF THE COMMITTEE SUPPORT. THE FIRST PRINCIPLE WE WOULD URGE YOU 
TO ADOPT SUGGESTS THAT ONLY A BROADLY BASED, CONCERTED PROGRAM 
INVOLVING ALL PARTIES--EACH PERFORMING APPROPRIATE ACTIVITIES-- 
WILL EFFECTIVELY ADDRESS THE GSL DEFAULT PROBLEM. 

THE DEPARTMENT MUST EFFECTIVELY MONITOR THE PROGRAM. THROUGH 
PROGRAM AND PERFORMANCE DATA, CONDUCTING PROGRAM REVIEWS, ACTING 
IN SUPPORT OF OA'S ENFORCEMENT OF REGULATIONS, TECHNICAL 
ASSISTANCE AND IF :IECESSARY LS6cT PROCEDURES. THE COMMITTEE IS 
NOT CONVINCED THAT THE DEPARTMENT HAS PERFORMED ADEQUATELY in 
This REGArlD AND SUPPORTS ASPECTS OF THE BILLS THAT REQUIRE 
INCREASED MONITORING, ESPECIALLY PROGRAM REVIEWS. GA'S MUST 
CONDUCT LENDER AND INSTITUTIONAL REVIEWS USING THE MOST EFFECTIVE 
SELECTION AND REVIEW PROCEDURES AND TAKE ACTION AGAINST THOSE IN 
VIOLATION OF LAWS AND REGULATIONS. IN ADDITION, THEY MUST BE 
INNOVATIVE AND PERSISTENT IN COLLECTION EFFORTS. LENDERS MUST 
EFFECTIVELY M«NAGE THE COLLECTION OF LOANS. INSTITUTIONS MUST 
EMPLOY PRACTICES LIKELY TO AVOID STUDENT DEFAULT INCLUDING: 
ADMISSIONS, COUNSELING. AID MANAGEMENT, RETENTION, AND PLACEMENT 
PROGRAMS DESIGNED IN PART AS A RESPONSE TO THE DEFAULT ISSUE. 
FINALLY, STUDENTS MUST ACKNOWLEDGE THEIR FINANCIAL AND SOCIAL 
OBLIGATIONS TO REPAY LOANS. WITHOUT SHARED AND BALANCED 
RESPONSIBILITIES, A DEFAULT REDUCTION PROGRAM WILL FAIL TO 
ACHIEVE ITS FULL POTENTIAL. 

SECOND, WE WOULD URGE THE CONGRESS TO AVOID ADOPTING AN APPROACH 
THAT EMPHASIZES THE IMPOSITION OF PROCEDURAL REQUIREMENTS ON ALL 
MEMBERS OF A GROUP IN THE DELIVERY PROCESS. FOR EXAMPLE, THE 
REQUIREMENT FOR ALL LENDERS TO SUPPLEMEh'i CURRENT DUE DILIGENCE 
PROCEDURES OR FOR ALL INSTITUTIONS TO IMPLEMENT ENTRANCE 
INTERVIEWS REGARDLESS OF THEIR RESPECTIVE DEFAULT RATES MAY 
UNNECESSARILY INCREASE LENDERS' AND INSTITUTIONS' COSTS AT A TIME 
WHEN PRESSURES EXIST TO HOLD COSTS DOWN. 

THIS LEADS US TO THE THIRD PRINCIPLE. WE WOULD URGE THAT THE 
CONGRESS STRUCTURE ITS RESPONSE TO THE DEFAULT ISSUE AND TARGET 
APPROPRIATE ATTENTION, SCARCE RESOURCES AND ADDITIONAL 
REQUIREMENTS OH LENDERS AND INSTITUTIONS THAf HAVE A DEFAULT 
PROBLEM. REQUIRING INSTITUTIONS WITH CONSISTENTLY HIGH DEFAULT 
RATES TO ENTER INTO DEFAULT REDUCTION AGREEMENTS WITH THE 
DEPARTMENT AKD/OR GA'S IS APPROPRIATE AND POSITIVE. WITHIN THIS 
CONTEXT, WE WOULD URGE THAT THE CONGRESS PERMIT SOME FLEXIBILITY 
AND SUPPORT INNOVATION ON THE PART OF STATES, LENDERS AND 
INSTITUTIONS' EFFORTS TO DEAL WITH THE PROBLEM. INCREASED 
FLEXIBILITY FOR GA'S IN SELECTING LENDERS AND INSTITUTIONS FOR 
REVIEW AND APPROPRIATE REMEDIES TO ADDRESS THE UNIQUE PROBLEMS 
THAT MAY EXIST AT A LENDER OR INSTITUTION IS BUT ONE POSSIBILITY 
OF FLEXIBILITY. 
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THE FOURTH PRINCIPLE IS A COROLLARY OF THE THIRD. WE WOULD URGE 
CONGRESS TO ADOPT AN APPROACH THAT REDUCED MONITORING AND 
APPROPRIATE PROCEDURAL REQUIREMENTS (WITH NECESSARY AUDITING 
PROCEDURES IN PLACE) FOR INSTITUTIONS AND BANKS PERFORMING WELL. 
IF BANKS OR INSTITUTIONS HAVE LOW DEFAULT RATES, WE SHOULD 
SUBJECT THEM LESS REGULATION AND SCRUTINY. TAKEN TOGETHER, THE 
THIRD AND FOURTH PRINCIPLES FORM A SET OF CpMPLEMENTARY 
DISINCENTIVES AND INCENTIVES FOR PERFORMANCE, 

FIFTH, TARGET THE DEFAULT REDUCTION ACTIVITIES EFFECTIVELY USING 
THE MOST VALID MEASURES AVAILABLE. WE WOULD SUPPORT, FOR 
EXAMPLE, A PROPOSAL THAT THE INSTITUTIONS WITH THE HIGHEST 
DEFAULT RATES BE SUBJECT TO DEFAULT REDUCTION AGREEMENTS. 
HOWEVER, SUCH MEASURES MUST BE SELECTED CAREFULLY. SELECTING 
INSTITUTIONS WITH THE HIGHEST DOLLARS IN DEFAULT COULD RESULT IN 
IDENTIFYING LARGE INSTITUTIONS WITH LOW DEFAULT RATES AND 
SUBJECTING THEM TO POTENTIALLY COUNTERPRODUCTIVE DEFAULT 
REDUCTION ACTIVITIES; ESPECIALLY SINCE THEY ARE ALREADY SUBJECT 
TO GA REVIEW. ALSO, USING A MEASURE SUCH AS THE TOP FIVE (5) 
PERCENT WITHOUT REGARD TO A MINIMUM DEFAULT RATE (E.G. 25X) 
WOULD POSE A SIMILAR PROBLEM. THESE CONFLICT WITH THE PRINCIPLE 
WE HAVE URGED THAT YOU CONSIDER: TARGET RESOURCES ON THOSE MOST 
REQUIRING ATTENTION AND IMPLEMENTING CORRECTIVE ACTIONS WHERE 
THE RETURN IS POTENTIALLY GREATEST. THUS, WE URGE THAT A 
COMBINED APPROACH BE USED: THE INSTITUTIONS WITH THE HIGHEST 
DEFAULT RATES ABOVE 25 PERCENT BE SUBJECT TO DEFAULT REDUCTION 
AGREEMENTS. 

SIXTH, WE WOULD URGE A PHASE-IN OF THE RATE USED TO SELECT 
INSTITUTIONS FOR REVIEWS AND FOR DEFAULT REDUCTION AGREEMENTS. 
OTHER FEDERAL AGENCIES HAVE USED SUCCESSFULLY A DECLINING TARGET 
RATE TO PROVIDE TIME TO ACHIEVE THE oOAL OF MEETING THE TARGET. 

FINALLY, WE SUGGEST THAT IT IS VERY IMPORTANT TO EVALUATE THE 
EFFORTS OF DEFAULT REDUCTION STRATEGIES, ACTIONS AND PROGRAM 
CHANGES ON DEFAULTS. TOO LITTLE IS KNOWN AT THIS TIME EVEN 
ABOUT THE DEFAULT PROBLEM. FOR EXAMPLE, WE MUST ASSESS THE 
EFFECTS OF THE CHANGES RESULTING FROM THE TECHNICAL AMENDMENTS OF 
1986 AS WELD AS CAREFULLY MONITOR THE EFFECTS OP PROGRAM AND 
DELIVERY SYSTEM CHaHGES THAT NEW LEGISLATION HAY EFFECT. THIS IS 
CRUCIAL IN ORDER TO CONTINUALLY IMPROVE THE PROGRAM. IF DRA 
STRATEGY IS TO BE SUCCESSFUL, WE MUST KNOW WHAT WORKS WITH 
LENDERS AND INSTITUTIONS. THE COMMITTEE WILL ASSIST IN THIS 
REGARD BY ANALYZING AVAILABLE INSTITUTION, STATE AND FEDERAL DATA 
AND REPORT TO CONGRESS. 

THE COMMITTEE REMAINS COMMITTED TO THE IMPROVEMENT OF THE 
PROGRAMS AND IS WILLING TO PROVIDE AMY ASSISTANCE NECESSARY. 
THANK YOU FOR PROVIDING ME WITH THE OPPORTUNITY TO TESTIFY. 
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Mr. WiLUAMS. Thank you. 

Mrs. Miller is Financial Aid Director of Pasadena State College. 
We are pleased to have you here. Please proceed. 

STATEMENT OF MRS. GENE MILLER, FINANCIAL AID DIRECTOR, 
PASADENA CITY COLLEGE, PASADENA, CA 

Mrs. Miller. Thank you, Mr. Chairman. I would like to make 
one small correction. I work at Pasadena City College which is a 
community college with some 20,000 students, of whom close to 
5,000 come from Mr. Martinez and Mr. Hawkins districts. 

Since we have entered our testimony into the record, I am just 
going to comment on some of the key issues. 

Tve been in education for 40 years, and Fve seen a lot of changes 
over those 40 years. One of the most important I think is the grow- 
ing numbers of students who are from low income ethnic minority 
famihes who are seeking education and training. 

The Congress has recognized these changes, the changing needs 
by^ developing the current mix of student aid programs which we 
exist with, and they are designed to increase access. 

However, over the past 15 years there has been a shift in the 
percentage of funds available in the grant programs and of course 
m the loan programs. Since 1975, grants have gone from 76 percent 
of the available dollars to 50 percent, and loans have gone from 24 
up to 50 percent. 

So default is almost inevitable since we have more poor students 
attending institutions with the fewest resources to serve those stu- 
dents, and thus those institutions are required to use loans in order 
to assure access. 

If the student is not successful, if the student is not able to find 
employment, default is almost a sure thing. 

So we recognize the problem, but what are the cures for default? 

Number one, we would say fewer loans to high risk students of 
course. 

Secondly, there are some improvements we can make to program 
administration, and we commend the committee for their draft bill 
which includes many recommendations that we can support. How- 
ever, we want to add that the improvements may not dramatically 
impact the default rate because of the cause. 

The committee has a difficult task in selecting the most appro- 
priate solutions. I think you've heard already from enough people 
today to know that there is a great diversity among the types of 
institutions and the students we serve. Therefore, recommenda- 
tions that are useful for one kind of student or one kind of institu- 
tion may not be appropriate for another institution. 

So with this introduction, let me make some specific comments 
on recommendations from the committee. 

^ We can support the majority of the recommendations that will 
improve program administration. May I add here, I am speaking 
not on behalf of my own college but the 106 community colleges in 
California. We have had a little meeting to discuss your proposals. 

That is, we do support multiple disbursements of SLS loans as 
well as guaranteed student loans. 
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We do support holding the second disbursement until the second 
term or until it is required for registration for the second term. 

We support reduci .g or cancelling the second disbursement to 
prevent an over-award. We agree with the determination of GSL 
and perhaps Pell eligibility prior to processing an SLS loan, but we 
would probably recommend some modification to the full needs test 
when it is obvious to the financial aid administrator that the stu- 
dent is not going to qualify for a guaranteed student loan. 

We support lender due diligence and suggest that that should be 
comparable to what the institution must use when processing Per- 
kins loans. 

Further, we can support some other of your recommendations 
with some caveats. We do support combining assessment with coun- 
seling for ability to benefit students. Many community colleges, in- 
cluding my own, already have such a program in operation and the 
State has passed a bill which will require all community colleges to 
have that combined assessment and counseling in place in the next 
two or three years. 

We would like to give you a little clarification on the ability to 
benefit issue. In California less than eight percent of our communi- 
ty college students do not have a high school diploma. In my own 
institution it is close to that eight percent figure, but of those eight 
percent almost 50 percent carry fewer than six units. So they nor- 
mally would not be applying for financial aid. So it is a small 
group of students who do not have high school diplomas. 

Secondly, a high school diploma is not a guarantee of success in 
higher education, nor is lack of a high school diploma a guarantee 
of failure in higher education. I want to cite a case I just saw in my 
own institution because it came up in the audit review. A 23 year 
old woman who did not have a high school diploma, was referred to 
our counseling services and was placed in remedial courses during 
the first semester. She was able to move into a regular program of her 
choice the second semester, and by the end of the first year had a 
grade point average of 3.67 out of 4.0. 

We strongly support separating limitation, suspension, and ter- 
mination measures for GSL defaults from LS&T for campus based 
Pell programs. At my own campus, for example, the current GSL 
default rate is 23.5 percent, but the default rate in our Perkins 
loan program is 5.7 percent. So obviously we are doing something 
right in the Perkins programs. 

Similarly, our annual audlic for campus based and Pell programs 
are clean. So there seems to me no logic in applying LS&T for all 
programs based on a GSL default rate. 

In discussing the default reduction agreement, we have some 
concerns about a contract which assumes that the institution has 
full responsibility for the default problem. I think enough people 
have mentioned that there is a partnership Involving the student, 
the institution, the lender, the guarantee agency, the department, 
and even the Congress who determines the eligibility criteria. 

We would support provisions that permit schools to be waived 
from the agreement if they are complying with regulations and 
thoy serve a special student population. We would suggest that the 
triggers include both net and gross default information. 
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We are concerned that program reviews will expect data not nor- 
mally maintamed at community colleges based on our current in- 
?pSl°??fTf'°" f determined in the master plan because col- 
lectmg that data and mamtammg that data will impact upon insti- 
tutional resources. 

We support training and technical assistance as needed, and we 
support entrance and exit interviews, but with to alert the commit- 
tee that this will increase the workload and could result in reduc- 
tion of other services to students unless we could get the adminis- 
trative allowance that was in the 1980 amendments reinstated. 

mere are some committee recommendations that do give us con- 
cern, and I will mention just a couple of those. We do have a con- 
cern about the prorated tuition fee proposal as it runs counter to 
prior congressional policy of not interfering with institutional pre- 
rogative. It IS not a serious problem with community colleges be- 
cause we have so few out of state students, but it will fiscally 
impact upon institutions „hat already have fiscal problems 

1 am also making an assumption that the $50 enrollment fee 
which we charge our m-state students would be exempt from the 
provision of proration. I hope somebody will clarify that 

Ihe issue of an appropriate definition of default is one that con- 
cent us all. AS I have listened this morning to the .estimony and 
some of my colleagues, I am as confused as all of you are about 
what IS a good definition cf default. We certainly support some 
standard definition that is used for all Federal loan programs. We 
are not certain which is the fairest formula. Contrary to the presi- 
dent from Missouri, I think most community colleges would be 
better off if it was based on dollars in default rather than a per- 
centage because our dollar volume is so much lower. There was 
only one community college in California that had a volume of over 
$1 million in 1987-1988, for example. 

hJL^ "i'* ^"-^ whether calculating the rate annually will 
itlKu S'^'^^ you cou d have one bad year which could trig- 

ger the default reduction initiative. Perhaps a three to five year av- 
erage would be a better way to look at the default issue. 

What we would suggest is that somebody run some simulations 
thJt lr^t formul^ to see if you could come up with a formula 
default problem"^ equitable and does truly measure what is a 

firtt"nwl r°"''fn'li'^^ about the proposal is withholding the 
first check for 30 days. You heard both ends of the point on this 
particular issue The students that we serve at community colleges, 
own Tu^^T'i a'^e ^"dependent students who are living on thei; 
own. They do have to pay the rent and have to have food in order 
to go to school m addition to the cost of attending school. In manv 
cases they cannot get their campus based aid in time to start ihe 

S?f/^cin'/'i^l^^^°!* for their family are such that they can't 
wait for 30 days for that check. 

th^XZl'f IfT'^^^^J-^^^?'' ^h^" automatically maintaining 
the check for 30 days that lastitutions be given discretion based on 
documentation that they have in their file to either hold or release 
a check based on the unique student circumstances. Again, I'll cite 
a case or two. 
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One is a 29 year old woman with two children who was recently 
separated. Her income is unsteady child support. She had to file a 
special condition form to get a Pell grant which meant the Pell 
grant wasn't available. She can't work because she is enrolled m 
the r^s^-^red nursing program which is a heavy academic work- 
load program, and she has children she has to care for. She had no 
cash for books, uniforms, transportation. She needed the GSL the 
first day of school. , 

Another is a self-supporting student age 48 with one child whose 
child support amounts to $1,200 a year. She has used up most of 
her savings, and because she had some, she was ineligible for Pell 
grant. She works part time caring for an elderly person and gets 
two checks a year, $5,000 in January and $5,000 in June. She also 
needed the money up front to pay for her expenses. 

One other option that the committee might consider is a provi- 
sion for curing technical defaults. I think that was discussed at one 
time, but I didn't see it in the draft bill. For example, many com- 
munity college students transfer to four year schools, and our expe- 
rience while they are attending our school is that they move at 
least three times a year and they move when they transfer to the 
four year institution. It is not an excuse, but they do neglect to 
inform the lender of their whereaboatj and the fact that they are 
attending the institution. Had this information been available, they 
would have been eligible for a deferment. 

We also want to remind the Congress that you did recognize the 
default problems Mck in 1986 when you enacted the amendments 
of 1986, and you i^iiacted five initiatives which I think need to be 
evaluated before we take any more major measures. 

For example, you now require that all students demonstrate 
neeS to get a guaranteed student loan. Multiple disbursements are 
no^ ,quired. We must determine the student's eligibility for Pell 
grai i. Students now must be pursuing an educational objective 
which was not true before the 1986 amendments. Students must 
undergo loan counseling. 

These initiatives, if effective, could mitigate the need for many 
additional burdensome requirements which may have small impact 
on default. For example, at my own institution the impact of these 
five provisions, especially the loan counseling where we discourage 
loans to students where they do not need them, has resulted m a 
drop in three years from 450 loans to 1987-1988 where we have 
only made 19 guaranteed student leans. 

Lastly, we would like to alert the committee to some potential 
problems for the future that aren't addressed in the bill but maybe 
need to be looked at. j r 

One is a requirement on the application, core document applica- 
tion for student financial aid which asks the student about their 
desire to get a guaranteed student loan. We understand that there 
is some n^otiation and that that question will come off the appli- 
cation but instead will go on the student aid report for the Pell 
grant. So while you are trying to reduce defaults, we are sending 
information to students encouraging them to apply for loans. It 
will not ask whether a student wants a job or a supplemental 
grant, but simply do they want a guaranteed student loan. 
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Second, we have a new profession growing, and it is called finan- 
cial planning. There are a number of these people out there who 
are working with families, encouraging them to apply for financial 
aid, encouraging them to take out loans, and when the financial 
aid administrator discourages a student they are threatened be- 
cause it is the student's right to have a loan. 

A third specter on the scene is one of the credit card companies 
''hen a credit card is used provides a student loan information 
survey. As a result of that survey being filled out, a pre-printed 
guaranteed student loan application is sent automatically to the 
student and the institution. Personal computers are also being of- 
fered if a student takes out a student loan. 

Lastly, the problem of supplemental loans for students is a time 
bomb that is ticking. I am pleased to see that you have some rec- 
ommendations in the bill because if we don't do something about 
that, that is going to be the next default scandal. 

We would like to offer three other options worth investigation. 
One of them is to suggest that we use the expertise of the lenders 
as well as the department to develop some video entrance and exit 
interviews that would be standardized on some kind of model. We 
would offer the services of our college or any other community col- 
lege which has a television production program and could at very 
low cost develop th'^se videotapes. Those should be provided at 
either no cost or ver> low cost to schools and updated annually. 

Second, we suggest with the financial aid transcript which is re- 
quested by any receiving school that the receiving ^chool be re- 
quired to update the address, phone number, and any other vital 
data, and either return that to the sending institution or the State 
guarantee agency for forwarding to the lender or note holder. 

Of course, we would obviously suggest increasing grants and 
work for first time students and decreasing the loan amounts. 

In summary, I think we would say that a zero default rate is 
probably not possible and is probably not even desirable as it would 
indicate we are not willing to take risks. But this nation cannoc 
afford to waste our human resources if it plans to maintain its 
living standards and ability to compete in the world. 

The growing scandal of drugs and gang violence is evidence of 
the hopelessness felt by many of our young people. We must decide 
if we are better off spending our tax dollars for education and 
training or for welfare and the criminal justice system. 

Thank you. 

[The prepared statement of Mrs. Gene S. Miller follows:] 
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Ut »♦ «xpr«aa ay apprtciation for th9 opportunity to tvstify before this 
Coaaittee op the taaue of Guirsnteed Student Loan defaults^ vhich la • concern 
to std •dainiatratora and atudenta la well aa to the Congreaa* 

The following brief atateaent regarding ay background la Intended to provide 
perapectlve on the teatlaony. 

Thla la ay 40th year In education. During thla period ^ have served as a 
Junior and Senior High School teacher* counaelor and finally a High School 
Asalatant Principal prior to eov^ng to Faaadena City College In 1963. to 
develop and adatnlater the scholarahlp and atudent aid prograa* 

All Of theae experlencea have been In achoola with algnlf leant populationa of 
low Incoae minority atudenta p re 4e» i n i b ij i Bla=lc and Hlapanlc with a 
aprlnkllng of Aalana. (See Appendix Zi L- 

Although there vcre ao>e difficult daya during the aid £0'a . aoat of -cq^ 
hQJC t>rc'* / experiencea..; tCT poaltlve onea^ watching and aaalsticg atudenta to see education 
aa a way out of the ghetto or barrio. 




8111a. such aa the G.Z. 8111. the National Defenae Education Act. The Higher 
Education A ^caasitta of 1963. the Saalc Educational Opportunity Grant 
provisiona In the 1972 aaendaenta, juat to naa>^ a ^evJ are teatlaony to the 
wlsdoa of Congreaa In providing a blend of grant, work and loan prograas that 
have expanded opportunities for Aaericana to be *all that they can be' to 
quote an Araed Forces cosaercial* 

So. it Is appropriate fros tlse to tl>e to revlev how each progras Is working 
alone and In its relationship to the whole. Recent public attention to the 
Guaranteed Student Loan prograa/default probles has resulted In a sultltude of 
recosaendatlons for solutlons^of which sany have llslted correlation to the 



The Belaont Task Force report Is certainly a giant step In the right dlrectior 
and the initiatives that this Cbaaittee has proposed which arise fros that 
report require careful exaainatlon. will atteapt to subject each prop osal ^ 

to the *reallty LITIWS test'. ^ 

That Is j i^ will look at the proposals in terss of the students enrolled in the 
Coaaunlty Colleges In California, their financial aid options, the slsslon and 
operational atructure of their Inatltutlona and of courae the lapict of the 
recoaaendationa on acceaa and the future of thla nation. 

Of the aore than 1.2 aillion atudenta enrolled in California Coaaunlty 
Collegea cloae to IIS.OOO received financial aid in 1986. although data 
Indicate/ 400.000 atudenta >^ the eligibility criteria. 



Cn/Bt/wa4/reporta/finald/teatlany!Gn6l68d 
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661 «»rt <gt 23 or oldtr* 

3SZ vtrt p«rt tlM studvnts tnd 

62Z MM Msbcrs of tthnlc slnority groups 



(S«* Appendix A> 

Of tht 115,000 flnsnclsl «ld reclpltnts : 
62Z «tr» lndtp«ndtnt studtnts 

90Z of tht l&dtp«ndent aid rrclpltnts had IncoMS undtr 512.000 p«r ytar. 

Aaong th» d9p«ndent studtnts : clost to SOX c«m fros fsslllts »lth incoMS 
btlov slfi.OOO . 62Z h«d IQCOMS b«lo« sl2.000 <se« Appendix B) 

In 19S5-e6 tht 106 Csllfornls CossuBlty Colltgts dlsburstd: 



SI, 069.000 In Kstlonsl Olrtct Student Loans <Ptrklns); an 
svtrsgt of S10.06S ptr Caapus 

«11.618.047 In Suppltatntsl Grants; an svtragt of S109.604 
ptr <*aspus 

«1S,722;7S0 tarntd by studtnts In CoUtgt vork Study; an 
avtrsgt of si 48.32ft ptr Caspus. 



This total of s28,409.796 provldtu an svtragt caapus bastd &ld paO igt of $247 
ptr studtnt. * 

Tht avtrsgt studtnt budgtt In 1983 vas SU13. Assuslng an Incrtsst of 
approxlsattly SZ ptr ytar* tht avtragt budgttTln 1986 vould be S6.342 
<prtclst dats not svsllablt). 



Tht svtragt studtnt sld avsrd In 1986 «as approxluttly SI^OO. Itavlng an 
un*tt nttd gap of ovtr •2,500. vlth an svtragt Caspus based avard of S247 and 
approxlsattly S900 In Ptll Granj^. tht only rtsalnlng sajor source to fill tht 
un*et need Is the Guarsnteed Student Loan. 

t^Sf^dtti^SC^bOTR out by s report of the California Assesbly ;(Cosslttee for 
Higher Educstion.fii ■ ^if l >il IkH ' ■■! CllAJlKllJ IlKwili published In Harch 
198d vhlch Indicates the shift fros grant and «or)c aid to loans. 
(See Appendix C> 



•Dats froa Chsnctllors Offlct California Cosaunlty Colleges. 



GH/at/«s4/reports/flnald/testlany:GK61&3d pagt 2 
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On tht othtr hand, tht Rasttr Plan for Higher Uucat&on in California has 
established the slssion of the Cos^jnlty Colleges as providing access to . 
education or vocational training to fiBSa^iw^MWtiriwagaL. .^i J ii! iji i r -r i ■ ^'^"^ _ 
students over the age of 18 »ho have the ability ta t p p^^ t v. <Coipared to the r r- — r ■ ~ 
top l2lA for the University of Californis systes and the top JJi for the 
California State University and College Systes> l^iT.T'* 

the obvious result is that the poorest and highest risk students attend the 
colleges vith the lovest federal and state financial aid resources. 

! >t w m fVderal Pell and Caapus based funds have shrunk by 2$X lince I376jj* it 
any vonder that GSL avards have grovn by over 7000z.fros t7.7 sillion In 1^76 
to sSd.4 sillion in IS86? 



To further exacerbate this probles the cossunity colleges have had s serious 
understaf f ing probles in financial aid offices. The poorest and least 
sophisticated students including the highest nusbers of sinorities and 
refugees, vho require sore one on one counseling sre served by the fevest 
n usber of stsff per /^BIM>. (see appendix 0>. The typical aid office is 
stsfted by mm .737tE adsinistrator, 5.0 FTE Technical and Clerical staff and 
.71 FTE student vorkers. • 

Cossunity College CSL defaults are thus a self fulfilling prophesy* ^r. 
disadvantaged students served by institutions vith lisited grant and 'vork 
funding receive financial aid packages vith Guaranteed Student Loans to reduce 
unset need and those students receive insufficient counseling due to 
undersanned offices. The end result is s significant default probles^ 



PBOPOSALS FOB LEXDEBS 

The profile of the defaulter, described in the Belsont report vhich parallels 
the Data in the Vilsv report* is very close to the typical cossunity college 
financial aid applicant. To i[ff*ct a true cure for this probles calls for a 
re<ar ranging of the financial cid package vith less esphasis on loans and sore 
on grant and vork. Ve do^hovevei^ support BSoy of the cossittee proposals as 
they appear in the discussion draft bill since they vill isprove progras 
adsinistration and vill certainly not increase default. 

1. Ve endorse sultiple disburseaent of S.L.S. loans 

2. Ve support lender due diligence requireaents that parallel institutional 
due diligence requiresents for Perkins Loans. 

3. Ve support the release of the second disburseaent by the lender to arrive 

at the institution one half vay intoj ^acadestc year. Aa ar^ option ve \ ^Ji^ 
vould recosaend that lenders say release second disbursesente according 
to current lav but that institutions be required to hold the check until 
the second ters begins, or until required for registration. 



•Data froa s report to the Board of Governors dated Dm. ISA?. 
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4. V« support notification to the student and the institution oi the r^^saie 
of a loan. 



1. Withholding a check for 30 days is not a realistic solution lor the 
independent cossunity college student. Rent* utilities and food aust be 

paid for on a timely basic. The typical first tiseA C=C. student tends td co*»'*^^«' 
be a late liUr. Currently, processing ol CSL c.%ecks i< laster than \Oo' ^< 
caspus based dollars for aost cossunity colleges due to vorkioad ispact 
and lieited coaputer support. Ve believe there are already enough 
barriers to loan eligibility that withholding the chock for 30 days viii 
•^ot ispact the default rate and way neg*ttvely ispact access. 

Finally ve recossend that the lender disburse the chock to the 
institution and the institution be per»itted to release or hold the check 
for 30 days after the start of the ter« based on the students 
circusstances. 

2. Ve support deter«ining C.S.L. and Pell eligibility prior to awarding 
S.L.S. but vish to point out this way further increase the vorklo^d in 
undermanned offices. 

3. Ve support assessaent and counseling of Ability to E^rrefit students. In 
California the state is iapleaenting a aatriculaticr progras at ail 
Cossunity Colleges. Vhen fully isplesented all regular students viii 
have assessaent* counseling* orientation* appropriate placesent* and 
tutoring as needed. Currently at Pasadena City College all non high 
school graduates are assessed prior to counseling. 

4. Ve believe that the lisitation on a students Pell eligibility based on 
fnrollsent in less than a four year prograw is unnecessary since 
students and institutions aust adhere to Satisfactory Acade«ic Progress 
regulations vhich require setting a saxiaua tiae fraae for cospletion 
based on the student's objective. In addition this proposal vould be 
difficult to aonitor as students adjust educational objectives based on 
successes or lack of success in pursuing acadeaic or vocational 
objectives. 



1. As a preaable ve find the concept of an institutional default rate for 
the Guaranteed Loan prograa onerous. It seeas to ignore the other 
partners in the process including the student vi^o borrovs* the lender vho 
■akes the loan and should provide counseling and due diligence; the 



PROPOSALS PCS 80SR0VERS 



DEPAKTKEXT OF EIXJCATIOX PROPOSALS 
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Hov«v«r r«cogni2ing tht politic*! rt*litit« «• offer the fotioving 
•uggcetions to the propoesie 

Ve support prohibition of ^aitation. y£ruspension or terainstion based 
solely on the GSL default rate. For exaaple at Pasadena City College the 
current GSL default rate ie 23.S6Z hovever the Perkine Loan default rate 
iSAS.S7Z. Ve vould find it illogical and inequitable to be aeeessed L.S, 

Tlr'r .-^..<_<^^_ B i--^ ^ ^ ^ 



default rate for C.S.L. 



2. vith the inclusion of institutione in section 432 <g) ve vouid support 
penalties to all parties for viUful errors. Ve vould recoaaend 
clarification of the tern 'viUful* based on experience vith regulations 
vriters and the interpretations of sose program revievers. 



3. Ve sake no recosaendation on lender or guarantee agency liability as this 
is not sn institutional issue. 



*' Ve understand that the expenditure of s2S aiUion by the Depart»«nt of 
Education in GSL default reduction ir:tl»ttves viU be froa the insurttnce 
fund. Ve vould not support the use nev appropriations for this 
purpose as ve believe nev appropriations should go into grant prograas. 

S. Ve support asking paid consulting fi/as accountable. 



i. Ve strongly support the concept of an entrsnce counseling procedure but 
urge the congress to re-instate the adainistrative allovance provision to 
assist greatly underaanned offices (see staffing data - APPENDIX D). 



2. Ve support the concfoX of vithholding transcripts but legal counsel has 
advieed that institutions aust provide atudents due process snd per ait 
release due to ait iga ting circuastsnces. 

Ve vould support authorizing institutions to place teaporary holds on 
transcripts to be released vhen the student provided updated sddress snd 
phone inforaation. The institution could be required to reaind the 
student to contsct the losn holder. 



3. Ve support canceling or reducing a second disburseaent if an overavard 
vould result. 



4. Vt support non-cert if icst ion of inetitutions^Hbsrhave had accreditation 
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r«vok«d »lthln tht prior 24 Honthc. 

Co..unlty Colltgt* «&t tuition (eut-o£-«t»tt 8tt.J«nt« only) rtfund 
** Mlicit. b*««l on tht co.t o£ tductticn. R«fund« ar« nar.ally pro-r«t»d 
over 4 vMkc. Sinot vtry ftv out Ci. «ttU «tudtnt« r«coiv« £tn*nci«l tid 
thxo provi.iot. would 4ppe»r to b» inttrftrinq vit^ intt itut ion»l 
pr«roB«liv«y»nd could further txacerbatt th« financial probU.a of th« 
institution. 

6. COMunlty colltBta do rot taploy co«»»iMiontd r«crMit*r«. 

DEFAULT DEFIMITIQW 

I vt atrongly support a standard definition of default. Vt alao r«co«««Ad 
uaina tht ntt dtfault ratt in coapariaon *tth tht groa. rate *« *ort 
appropriatt in dtfining tht trut atvtrity of dtfaulta, aa vtll ^a an 
indication of tfforta bting Mdt to rtduct dtfault. 



tf« ravt conctrna about tht coat tf ftctivtntao of th« Dtfault Reduction 
Agrttatnt rtlattd to tht trut cauata of dtfault. 

Howtvtr if iaplt-tnttd *t vould •«><• tht following coaatnta: 

1. «• support annual dtfault ratt data taptcially tht doUara in dtfault or 
«t vould suggtst also tht uat of ntt dtfault infor.ation in attting 
triggtrs. 

2. In tatablishing tht triggtr «t rtco..tnd considtration of both »t 
dtfault ratts and ntt dtfault dollara. An inatitution vould bt trfcluotd 
fro* tht agrttatnt if tithtr figurt vaa btlov tht top 3X of inatitationa. 

Annual rt-adjustatnt of institutions in tht top 5X vithout «stabliahit»gar«ft 
cap, could rtault in tvtntually forcing inatitutiona vith lov dtfault 
ratts into tht dtfault agrttatnt. 

3. Rtcuirt.tnts listtd undar the i^rograa ;r»vitv Xoviaion vill crtatt 
nJV^rt'mc./ bur dens for .any/lcoa-unity celltgtc ^^y^Ofla S inBt i t"ti o nal rtae«re^ \ u.h.cl> 

/ offices iollov Tng the passage of propoaition 13 and du not aaintain 

precise data on *hy students U»ve, a^rf- prograa participatioft and 
cospletion rates l^xcepting for /ocational /rograaa). 
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4. recosMctd chinging th* lingvig* in th* «iiv«r provinon to stit*: 

•!r. th» •vnt th* initltution is •••ting th^ r^quir^*«nts for proo^rly 
•d.ini.fring TitU IV progr... .nd do«« d^.on.?r.f it . J[g!! 

Titk population *t ia ■■•u«^d thit pirticipition in th^ default «gr^^irnt 
irill not itpict ttit default rat* and th« S.cr.tary shall «siv« -h. 
r«quir*Mnt of • default reduction agr«*»«nt. 

8. W. support continued training for th« Administration of TitU IV progra«a 
for all schools «h«th«r participant, in a Default Reduction Agreement or 
I! 1.. r. ^"'."y ^►•"•f ■ccoipliihed through the professional 

•siocistions in consultation «ith the Department of Education; 

Ke support the provision of technical assistsnce to -ny institution. 

We believe that contsct during the grsce period should be the 
responsibility of the l.nder or note holder^ oe ine 

Ve support entrance snd exit interviews for sll loan recipients; however 
this requiresent vill ispact vorklosd* ^ 

The Institution currently reports on the ststus of Title IV rect-.ients 

22?":%'; L'' P^^"- * P"""'i "po'rt Jor 

CSL and SLS borrovers vould be appropriate. 

".structuring the Higher Educstlon Asendaents in 1986, 
rwoflni«d five .eaknea.es in the CSL progra. that have i.pscted def.ults and 
atte.pted to correct those in the lev. . 

1. Student, .ust nov demonstrate need to obtain a losn. CCossunUy Colleges 
K ? .^'Sl""**" ^" loan, for students «Uh fa.ily incomes 
belov •30,000 but ¥ho hsd no need) 

2. R-qulrlng .ultiple di.burae-nt. has provided .ose -a.ure of protection 
for the dollar, going into default for students «ho drop out. Further 
the Incentiv. to get .2.623 in one lu.Jiua is gone. This provi.ion vould 
be even .ore effective if institution.'could hold the second check until 
the start of the second ters. 

^' CsUrr^' ''^'^"""y Grsnt. auat be determined before awarding s 

4. Students must have losn counseling before lesving the institution. 
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5. St«rf«nt. nvAi bt pursuing M •duc.tlon.l/vocttloMl obj^ctwt. 

S«££icltnt tl»* h*« not ytt ptttfd to tv.lyttt tht MCCtt. o£ thtt* ^••af*=. 

for tx.Mlf .t P.t.dtM City CollfQf CSL iotni dropped £ro« 450 thrtt Vf.r. 

Uvgily th. r,.«lt o£ lo.n co«n..llng th.t di.co«r.g- «nn»c.tMry borroving. 

Th. .t.ttwW d.U provided by th. CtlUornu Student Aid Co..».lon l. .v.fj 
^r. dr...tic. In 1983.W Co..«nlty C0II.9. .tud.nt. J 
l9a6-67 th.t flg«r. dropped to M2,344.l42 .nd » o£ H.rch 31. WeC only 
$27,7fi7»397 h»d t>«tn dUburttd. 

. in.«n.n»iif* lnttl«ttv« lor Itproving atudtnt «ndtr«t«ndlng o£ tht lo»n 

X ::; rirrro ";„:,"tV; d.v;iopint o.' .ntr.nc. .nd {-.^vi.^ vid.o 

Up*, including in£or«tlon on dtbt Mntflf^nt. Ltndtr. *o«ld b« l^>ppy to 
pr^id, th. .«;.rtl.. in d.v.loping th. .crlpt. ^""""^ "VrJlU i.. ".Z 
ovnMta h«y. ogtttMding t.l.vi«lon production progra*. Md f.cUlti.. *ouio 
-|?S^y provld. .ctor. .nd video t.p. production ,ith ' Jl 

for th. co.t o£ l;l. .0 clM. pro>ct.. Th«. video ttp*. yould 
i^.t.d for c?.nfl.. 1« I" regul.tlon.. Coplc. .hould b. "d. .v.iUbl. 
to Ift.tltutlont lor ¥.ry lov or no cc.t. 

Aftoth.r p.llUtiv. vould b. th. lncr.«.d oi th. '^V''":'*'ii^'«f'Vhl 
«r«vi.Von SOM L.nd.r. h»v. IndlC.t.d th.t th.y C.n loc.t. flOX o£ th. 

; .„d^7.t th. probl.. i. not un.llUngn... r^./ in. illty to 
r.p.y. In th. ...ntl.. th... borro..r. cnnot "''"o^jj" tr.ining or 
Jurth.r eduction b.c.u.. th.y .r. no long.r .llgibl. lor .Id. 

A rt^vL.d r.gul.tlon r.qulrlng m.tltutlon. "^•'^^"'/^""^^•L/w 
A/n.crlpt. to proyld. b» r.turn "H th. upd.t.d »>dr... .nd phon. °« 
^hr.tuXnt to th. .ending In.tltutlon. cOuld lo«f t.chnic.l <J»J*"Jt. 

i'.;.M.lIy lor co..unlty colUg... Th. in.tltutlou could lorv.rd thi. 

lnlor«tloft to th. gu.r.nty .g.ncy lor r.l.rr.l to th. ivot. hold.r. 

rurth.r Congr... .hould utrongly qu.itlon th. pr«po..l to put . r.quired CSl. 
,u«tIon in' th. im.ncicl .Id cor. .ppUctlon docui^nt. ThU •;cour«ge. 
Jnn.c.«"rlly. lo.n .ppllc.tlon. .t th. tl.. propot.U lor d.l.ult 

r.ductl>n .r. being inltl.ted. 

Th.r. .r. thr.. n.v tp^ct.r. .ppe.rtng cn th. .c.n. tn.t be.r v.tehing lor 
IJ:" ;.p.ct lo.n Virrovlng .nd dJl.ult. One L th. prlv.t. 
pUnn.r yho lor . prlc. provid.t .tud.nt. .ith .dyic* on lin.ncUl .id .nd 
?hlMUn. l4°I .ctlon .Q.mat tn. .Id .d.lni.tr.tor .ho <'i-"«rfl" .^J' 
•tud.nt lro« .pplylng lor • lo.n. Th. "Mond l. th. l.nd.r •♦♦^-ai"^ 
MmIJ .1 punning lor u..r. ol It. credit c.rd .r.d .uto..tlc.lly ..ll. . pre- 
printed CSU .ppliC.tlon to the .tudent .nd in.tltution. A third I. the oiler 
ol . Iree per.on.l computer to the .tudent who receive* m CSU 
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Tht ntv tlM boib viltlng to txplodt it tht SLS prograa «h;ch .'•^uirta no 
n««da ttat. Tht «ord la out about thla 'taay Bontr* aa ahovn in th« 12001 
incrtaat in SLS loan doltara to coaaunltr coll«t2« atudtnta in California in 
iW'M ovtr 19A3*66^Sro« «143«M2 to tl«9Sd«ft73. Vt atrongl/ aupport th« 
initlatlv* to rt^uir* dtttraination of GSL and Ptll tligibilit/ prior to 
proctaalno an SLS application and aultiplt dlabura:!»«nta of thtat loana. 
Howvr. It aayrt ^ppropriatt to txtapt ao»« faalllta froa golnQ through tft« 
•ntlra application proctaa «htn It la obvloua tht/ vould ha«t no tligihlllt/. 

Vt vowld alao likv to go on r^ord In support of ttatlaon/ provided tht Stnatt 
Coaaitttt in Dt<tab«r by Clalrt Rotatr of Tarrant Count/ Coaaunlty Colltgta. 

Rra. RotMr auggtattd sort dlacrttlon ontr^ yiQan gltnibitnv rt»t>ylfi»t ion ai V 
financial aid ■dalnlatrstora and a provlalon for aaxlwua ftli Granta to firat ^ " 
yt»r high riak atudtnta «ltM incrtaatd SCOG and CvS (in lltu of a CSLl. Tftt 
propoaal to prohibit an/ CSL'a to firat tl»t atudtnta aight crtatt hardahlpa 
at achoola ., 1^ havt vtrjr llttlt caapua btatd funding . forhapa adot 
fUxlbility coul d bt t atabllahtd. For tjtaaplt during 19d7-M only 19 atudtnta 
rtctlvtd GSD at A 30»e> 01 thoat< M vtrt tlthtr unable to work 4ut to faally 
rtaponilbllltlta* oihtr taplo/atnt* phyaical handicap or acadtaic voritioad. 
Soit vtrt not tligiblt for Ptll^thua an Incrtaatd Ptll Grant vouid not havt 
bttn a aolutlon. Kovtvtr 6 of tht 19 atudtnta «trt tnroiltd and aaKing 
progrtta in tht Rtglattrtd Kuralng or Dtntal Krgttnt prograaa and vouid hivt 
bttn good riaka for a GSL txctptlona. 



SURJIARr 

Soat dtfault la not onl/ intvltablt but say bt an acctpt'iblt coat of tht 
prograa. A colltagut vho vaa foratrly taploytd ^t a bank rtporta that ic^tk 
offictra v*rt dlaaiaatd it tht dtfault ratt for coaatrciai loana tht/ aadt vaa 
too high and convtratlr tht/ vtrt diaaiaatd if tht ratt vaa too lov| an 
indication of atandarda too rigid. 

An tdltorial in tht Loa Angtlta Tlata on Junt 10 provldta an analog/ vorth 
rtportlng. Tht California Statt Stnatt haa approvtd a blil vnich vould dtn/ a 
California /frivtra llctnat to atudtnta vho vtrt not paaaing ail high achool 
rt^ulrtatnta and 'ata/lng out of troublt*. Tht editorial atatta that thtrt 
art aan/ co«ptIling rtaaona vK/ atudtnta irop out of high achool and that 
dtn/ing a drivtra lictnat vould only lncrta«« tht atudtnt'a burdoA and aakt 
flndltg a job vtrx dlfficui*. 

In tht dtairt to provldt a quick fix for tht dtfault problta vt tajr tnd up 
vith rtaulta coaparabl* to dtnylng a drlvtrt llftnat< that art counttr 
productivt to.tht aajor hlatorical thruat of thla Coaaltttt« | thta Conofif am N^^q 
vtll aa paat G>ngrtaata) that ia Incrtaaing acctaa to poaO*^o«idar/ education 
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other optlo«« .rt •pending tht tw paytrt* ddU«rt tor wpport through tht 
vtUtrt or cri«in*l juatict •yattat* 

Agtln , mj apprtciatlon t9f your Invitation to addrtaa thia co.iltttt *hOft 
»ork m h»vt adairtd *f>d a/pUudtd for tht psat 20 X"ra, 



C«n« S. RlLUr 
Aaalatant D«>n 

Ottlc* ol SchoUr«hlp« ^ Finanalai Aid 
PASADENA ClTr COLLEGE 
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APPEHDIX "A* 



Pint- Drift' 4''4/9S 3 



Table I 

SciMlcd Ch«raclcrultc»ofSlndenl KccipicnUofFirwrKi*! Aid 
C«n)|Mrcd lo AH CrcdilSludenU. 1993 mnd I98£ 



Charwlentttcs 


^KinaiKial Aid 
Krcipienltlix Year 


^ofToUlCredillvnrolIrd 


I'Kinancml Aid 
RccipienUorToUl 
CrcdilKnroUcd 


I9S3 


i9S6 


1983 


I9S6 


Nxl3S.9<i4 


NbII4.$30 


N= 1.194,827 


Ns 1.005.143 


1983 


1986 




100 0 


100 0 


1000 


iuou 


tl 6 


II 4 


Sex. Male 


466 


44 0 


45 U 


44 0 


12.1 


11 4 




53 3 


560 


550 


56 0 


M.3 


II 4 


Age 22orIett 


35 9 


34 0 


230 


36 0 


18 2 


10 8 


23 29 


36 5 


34 0 


40 6 


270 


10 5 


H 4 


30 or more 


27 6 


32 0 


36 4 


37.0 


88 


99 


KnroilcdUniU 














12 or more 


r>4 0 


645 


261 


26 0 


28 6 


288 


6 M 


3(>0 


34 5 


296 


27C 


142 


146 


1-5 


00 


09 


44 3 


47 0 


UO 


00 


Avers ce Dally 














Allcfi<ranca(AI)A) 
1Numbcrnola%or 


99.151 • 


82.4 17« 


639.072 


589.370 


156 


140 


TopToUi) 




























Amjndian 


1 2 


1 3 


16 


1.4 


87 


10 6 


Avian 


21 0 


219 


74 


100 


33 1 


254 


mack . 


17 3 


15 8 


92 


7 4 


22 0 


24 4 


ilttpanic 


150 


16 8 


12.7 


13 9 


140 


13 8 


KiUpino 
WlitU 


1 1 


22 


19 


2.2 


67 


11.4 


40 7 


385 


G45 


640 


7.2 


69 


Other 


37 


35 


27 


1 1 


18 9 


363 



ADA etlimalcd from tUndard unit lo Ai>A raliM 
Source FinanciBl Aid sum n( I nd Work load Survey*. 1982-83 ind 1 985 86 



SOURCE: California Comunity Colleges - Chancel lor^ Office 
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APPENDIX -B- 



4 P4tthDf**t 4:4.9$ 



P>iLlFO«gmA CoJUKU^/lTV ^»^LCg<3gS 
Table? 

A<WawfwICharacierislic»ofHn«r»daI Aid l(««ipients 



Character i»lks 


ftl-'TnvrteijI AkI 
lUeipienUd) 
N= 115,000 


%AIICrctiil 
Students (b) 
N s 1.005.143 


IkpcnddKy SUIu«lKctIcrj| Crilerul 
Ikpcreknl 
frxk pendent 


375 
622 


39 1 

609 


IndrpttvientSludtni Income* 

$2,000.5^ 
$$.«». 11.999 
$ 12.000 or more 


34 0 

290 
270 
10 0 


83 

98 
130 
689 


Dependent SluJenl I'arcnUl fnconic* 
0. $5,999 
$6,000 •11.999 
$12,000.17.999 
$18,000.23.999 
$24.000 '29.999 
$30,000 or more 


32 6 
294 
17 5 
97 
60 
48 


80 
106 
104 

97 
116 
49 7 



Students Is student reported. 
Sourees. (a) 1985 SfiFinancijI AldSljfTiitciind Wofli!«««JSuryer 

(b) l-eclmpjelSludy.Sprini:l93S.K»eUKesc*fchCorpor*tioo 



: CalUorftii CfMtnMy CoHeges - Chancellor) Office 



er|c 



220 



TRENDS IN CALIFORNIA STUDENT AID 
BY TYPE OF AWARD 



STATE 
GRANTS 
13% 



INSTITUTIONAL 
GRANTS 
13% 



FEDERAL 
GRANTS 
40% 



STATE 
GRANTS 
10% 




INSTITUTIONAL 
GRANTS 
14% 



WORK AID 
10% 



LOAN AID 
24% 



LOAN AID 
40% 



FEDERAL 
GRANTS 
20% 




1975-76 



1985-86 



SOURCE: 



California Assembly Sub-Co,»nHtee on Higher Education - To. Hayden. Chair 
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Table 13 

Selected Intersegmental Financial Aid Office 
Op- rational Comparisons for 1985<86 



Segment 


Total Financial 
Aid 

Administrative 
Budget 


Average 
Budgetper 
Campus 


Number of 
Financial 
Aid Staff 


Average 
KTEper 
Campus 


Number 

of 
Awards 


Number 
of 

Students 
Awarded 


Total Dollars 
Awarded 


Administrative 
Dollars per 
Student 


Administrative 
Dollars per 
Award 


CCC 
N = 101 


$17,718,133 


$175^27 


579.4« 


5 74 


400.194 


152.004 1' 


$204,475,167 


$iir. 


$44 


CSU 
N = 19 


$18,862,682 


$992,773 


617.5 


32 5 


207,768 


92,173 


$253,699,476 


$205 


$91 


UC» 

N = 9 


$16,400,481 


$1,822,276 


442.0 


49.1 


151,565 


68.577 


$283,056,000 


$239 


$108 



* Excludes 7 1.9 student worker PTE for comparisons to t'C and CSU Data fcr 19S6-87 

b Includes 37 174 Board of Governors Grants wbicb were ibe onl.v awards made to tbese students. Because tbis group of students received BOGG 
awards involving minimal workload, tbey were excluded fromotber woikload analyses in tbis study. 

• UC Administrative Budget Data for 1984-85: all otber duta for 1985-86- 

Sources: CCC Data fromCbancellor's 0(Vict,Firuinclai Aid Staffing and Workload Survty, 198$ 

CSU Data from CSU Cbancellor's OfTice./Jrpor/ to CPEC on Admtnistration,February ;556 and CSU Cbancellor's Office SFA Unit 

UC Data from UC Svstemwide Office, Report to CPEC on Administration, March 1986, UC h'.port on Student Financial Aid 1985-86 and 

California Student Aid Commission Program Statistics, 198S'87. 



to 

00 



Source; Califirnfa Conwunity Colleges - Chancellors Office 
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APPENDIX "E" 



During the past 10 years the Asian population has exploded and the 
current ethnic makeup of the 19,000 plus students at Pasadena City 
College Is as follows: 



.8% Ainerlcan Indian 

18. 3X Asian / Pacific Islander 

8.6X 81ack 

18. 6X Hispanic 

2.2% PhlHppino 

43.3% White 

2.8% Other 

5.4X Unknown 



Pasadena City College - Institutional Data 



November 1987 
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conncNTS on the discussion draft bxl,l. 



Sk. a - Koticv to Borrotrvr «od Xo«titutiOQ oi Salt of Lotn 
V« support this provision 



Sk. S - Pr«*cUiB sssistaac* R^iivd 
V« support tht provision of pr«*claias ««siet«nc« 



S^. 6 - RMtrictioas on S.L.S. Lowi Eligibility 
S*c. 428 A (a) 

Vt vould support rtquirlng that docusvntation b« saintainvd in the 
studtnt's f ilt supporting txctptional circuistancvs of the partnts that 
vould sakt the txpectvd fssily contribution unavailable. 



Sec. 7 - DeteraiMtloa of S.L.S. Aaounts 
Sec. 428 A (b) (3) 

Ve support deteraining eligibility for a Guaranteed Student Loan prior to 
processing an S.L.S. Application, but recouend that a full needs test be 
exempted in cases vhen the institution determines this step unnecessary. 



Sec. d - Additional Bcquireaeats vltb Bevpect to Dlsburseaent of Student Loans 
Sec. 428 C (a) (1) 

Multiple Disburaeaent Required. Ve support the aultiple disburseaent of 
S.L.S. loans. 

(2> Ve support vithholding the second payaent to the start of the second 
seaester or to the date of registration for the second tera if the 
S.L.S. disburseaent is required to P>y 

(b) Initial Disburseaent Requireaents 
(1> First year students 

Ve support requiring an entrance interviev and verifying the good 
standing of the student. Ve believe that there should be discretion 
given to the Financial Aid Adainistrator to disburse the first payaent 
before 30 days vith adequate docuaentation. 



This recoaaendation Is based on current experience vlth tvo S.L.S. recipients, 
both of vhoa vers enrolled in the Registered Hursing Prograa. Both students 
had faailies and constant expenses. Students in the R.H. progras are 
encouraged not to vork due to the acadeaic workload. The students vere not 
eligible for Pell Grant due to base year incoae. 

(2) Other Students 

Ve support vithholding the S.L.S. disburseaent until the tera begins or 
until the check is required by the institution for payaent of fees or dora 
costs. 
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(c) n«thod of nuttlpi* Dl8burMi«nt 

V« support Biking th« diaburseient provisions for the S. t..S. loan parallel 
to thos* for th« Cuarantved Student Loan. 

(d) Withholding of Second Olsburseient 

Ve support withholding second disbursements for withdrawing students and 
In cases where the second disbursement would create an overaward. 
Ve belie>e that crediting the returned check to the borrowe^ loan as < 
pre-paysent is a logical requirement. 

(f> Exclusion of PIUS, Consolidation, Foreign Study Loans 

Ve would support the exclusion of these loans fros the provisions of 
Sec. 428 G^l.e., Hultlple Disbursement. 

(b) Conforaing Amendments 

Ve support the Conforslng Amendments for the Guaranteed Student Loan 
prograa with the exception of our concern about withholding the first 
disbursement for 30 days (see testlsony p. 4) 



Sec. 9 - Notice to Credit Bureaus of Delinquency 

(a> Notice of Delinquency - Ve support notifying credit bureaus of 
delinquency 

(b) Kotlce to Borrower - Ve support notifying the borrower that credit 
bureau organizations have been notified of delinquency 



DEFAULT REDUCTION ACRCEflENT 



Ve have some concerns about the cost effectiveness of the Implementation of 
the Default Reduction Agreement related to what we perceive as the major cause 
of default; loans to high risk students . However, we recognize that some 
tightening of prograa administration and the aonltoring of some schools will 
possibly yield positive resultc. 

Although we would prefer that the dollars needed to Implement the Default 
Reduction Agreement be shifted to atudef^t grants we ouomlt the following 
comments based on the proposal In the Draft Discussion Bill: 



Sec. 430 B (s) Default Report 

Ve note that the first annual report is not due before September 1990. This 
should provide some time to evaluate the changes that Congress enacted m the 
1986 amendments which could positively Impact defaults. tsee testimony pp 7tS> 

Ve note that the annual default report will also display data for Guaranty 
Agencies and Lenders. This Is a step In the right direction; acknowledging 
that Institutions are only one of the partners In the loan process. 
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In dtttr.lnlng ln»tlt«tlont th«t £«ll Into th» top 3 ptrc»nt irt vould 
r*co>Mnd tv»l«»tlon of tht «t« o£ both ntt and groM d»£Mlt Mtt«. Th« 
ft»t r«t« Bight Indicttt ep^:!*! tffortt Ittdlng to • reduced ntt and thu* 
txelution £ro« tht Default Agrt«»ent. 

(cl Coot»ftt« of tb» Prograa Revite ^ ^ ^ 

The £lr«t live Itew tiated are currently In place In the Prograa Revie» 
process. 

Xtea 6, the nuaber o£ students vho Ult the Institution other than by 

graauation, vould be available at a cossunlty college, but ^•flJ^'^^^^. t.^^^W. 
.«MM»<reaBonB tor leaving Is not alvays svallable. — 

Ites 7, progrss participation and cospletlon ratea vould be available for 
Btudento enrolled In vocational prograss but not at all colleges for 
transfer and general education prograss. Since the passage of Proposition 
13, «anyA&>ll»9»« had to ellslnate or greatly reduce staffing In 

institution al research offices. The reality Is that cossunlty college 

students Change ssjors and educational objectives. Hany students have 
cosblnatlon prograss Including sose transfer level courses and sose 
occupational courses. This is entirely appropriate In light of one of the 
slsslons of the collegesj to proylde California students an Inexpensive 
opportunity to explore career choices as veil as options to sove fros non- 
transfer to transfer level courses as skills and successes build. 
It vould not be w expensive to isplesent a systes to salntaln such data 
on students vho receive financial aid? hovever, it stess unfair to require 
expenditures on data systess not directly related to the slsslon of the 
institution. 

(e) Cooditioos of tbv Default Reduction Agreewot 

Additional training, technical assistance If needed, entrance and exit 
intervievs and periodic reporting on student status are conditions »• 
vould support. 

The Guaranteed Student Loan note is held by a lender or second^iry sarket 
agency. Ve believe that the contact during the grace period and the 
provision of additional borrover Inforsatlon should be the responsibility 
of those organizations Just as It is appropriate for the institution to 
take these steps for students vlth Perkins Loans. 

(f) Waiver 

We believe that the language should read 'The Secretary ....say valve the 
progras revlev re<;uiresent and shull valve the default reduction agreement 



Progrss revlevs are appropriate for any institution and should be 
conducted on a schedule perhaps every three to four years. Hovever, vhen 
the evidence Is clear that the rigors of a reduction agreesent vlll not 
reduce defaults the Secretary should be required to valve such. 
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(g) Duration and Termination of AgrM«*nts 
v« support thia provision 



(h) Cosplttion of tbt Dvfault Reduction AgrMMnt 
V« support this provision 



(i) Us* of US* and T Authority vjKi'cU 

Vt support tht LtSt and T actions for institutions ^ rofust to cosply. 
Vt sgrtt that such sction should not bt txtrcistd soltly based on the 
default rate. Ve strongly recossend separating US« and T action for the 
G.S.L. prograss. If yfrogras/evievs and regular audits indicate that the 
institution is properly adsinistering the )?aspus ^sed and Pell prograis 
the institution should continue to be eligible to participate. L*S* and T 
action should only apply to the G.S.L. progras. For exasple, at Pasadena 
City Coll*g« the current G.S.L. default rate is 23. SdX'hovever, the Perkins 
Loan default rate is 3.37X. Ve vould find It illogical and inequitable to 
be issessed L,S, or T provisions for the Perkins Loan Prograa based on the 
institutional default rate for G.S.L. 



<J> U»e of Guaranty Agencies 

Ve support assigning the assesssent of the G.S.L. progras to the State 
Guaranty Agency. 



(k) Ranking of Inatitutiona 

The effect of this provision is to lover annually the level of default 
nktionally* an adsirable goal. However, soie cap seeis appropriate as in 
theory it vould be possible to find the highest 3Y of institutions vlth 
default rates belov lOX. 

SoM default is not only inevitable but say be an acceptable cost of the 
prograss. A colleague who «as formerly employed at a bank reports that 
loan officers «ere dississed if the default rate for cosiercial loans they 
sade «as too high and conversely they «ere dississed if the rate «as too 

lo«} an indication of standards too rigid. 



(1) DefiDitiOAA 

In defining default «e would prefer sose consideration for * he definition 
recoisended in K.R. 3676 which takes into account paysents sade. Ve vouid 
also like to see soie recognition for the curing of technical defaults 
vhich iapacts cossunity college transfer students vho inadvertently 
neglect to infor* the lender of their continuous enrollment. 



Sec. 11 • Ua* of InaursAce Fund for Default Reduction Kanageaent 

Ve strongly support using sonies fros the insurance fund for default 
sanagesent. Ve vould be opposed to any special appropriation for such 
purpose as «• believe any nev appropriation should be for grants and vork 
study prograss. Ve slso support the purposes for vhlch the funds can be 
expended and the requireaent for sn annual report by the adalnistration to 
the appropriate congressional cossittee. 
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S«c. 12 - Cl*ll Ptn.lUM for C.S.U Progr«« yiol«UoM 

concur thit iMtltutlono «ll Undtrt .nd fluir.tity .gtnciM thould 
Ju55i^t to p^t^.lty lor vllllul f.llur. lt» c.rrylnfl out th. provijiion. or 

tht .ct? Vt Ittvt coi»tt»t on ••ctloM th.t .pply only to Itndtr. .tid 

guaranty agtncita to tueh p«rtlti. 

Sm: IS <- WXtt-t ol LOM of Accrtdltatloo VjhuU , ^ 

UKk) V« .UKPort lo.* of ctrtlflc«tlon lor .chooU «^ h«vt lo.t 
■ccr*<l.it«tion during tht preceding 24 Monthi. 

S«c. 14 - DtliolMoo oi lc*<l««lc Umr 

Thla MctJop. not lipact on coaaunlty coll»gM. 

iupport rtquinng applicant, lor th, S.L.S. lo.n to llr.t d.fr.ln, 
•ligibility lor a Guaranteed Studtnt Loan. 

17 - Ability to B«o«lU ttati»ony p. 4 (3> > , 
iupport "...M-nt m coun..ling ol Ability to B.n.lit atud.nt. n 

C.liloVnia th. .tat. l. i.pl...r»ting a .atricul.tion progra. at all 

Lirlnity Coll.g... Vh.n lully l.pl.p*nt«i all r.gular 

a.ff«...«nt. coin..ling, ori.nt.tion. .ppropriat. placnent, and tutoring a. 
"IJi;. Curr.ntly .t Pa.ad.n. City Colleg. all t»on high-.chool graduat.. 
%rm k«a.a.»d prior to coun..ling< 

.Uo .upport th. policy p.r.itting in.titution. to d.t.r.in. appropriit. 
•xaiination. to a..... .tud.nt. ability to b.n.lit. 

Sac. lA - Tuitioa R.luod Policy , , , 

toaiuraty Coll.g.. ..t tuition (out-ol-.tat.- .tud.nt. only) r.lund policl.j 

on th. co.t 01 ^lucation. R.lund. ar. """"^ P'<^-"',*^. 
".I.. Sine. v.ry l.« out-ol-.lat. .tud.nt. r«:.iv. linancial aid thl. 
pJ^vUion would .pj..r to f int.rl.ring .ith J J^^^V.jtuuM^^^^^ 

could lurth.r .wcrbat. th. linancial probl... ol '"/""V^' , J^^J 
.30/..«..t.r .nrolU.nt 1.. would b. includ.d a. part ol th. initial 
ad.ini.trativ. txp^n... 

c-c. 19 - Vithholdlng ol Traiwcript. irom 0.1aulting Borrow. 

U .upport th. c7ne»t ol withholding tr.n.cript. but Ugal coun..l hj. 
.dvi..rthat in.mGTTon. .u.t provid. .tud.nt. du. proc... and p.r.it 
"l.". du. to .itigating circua.t.nc... W. would .upport authorizing 
inatitution. to plac. t.aporary hCW. on tran.cript. to b. ^•^•"•J 'Jj" JJ* 
.tud.nt provided updat^l addr... aM Pho" inloraation. Th. in.titution 
could be requir.d to r.aind th. .tud.nt to contact th. loan hold.r. 
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Stc. 20 • R*ttrictiOAf OA Inititutional ProMtionsl ActUitits 
Vt tgpport rvqglrtMnts restricting th* uit of co««iiilon«d salt* pirrionnti. 



S«c. 21 - UsitstiOft, Suipension, snd Ttrainatioo of Contractors 
y« support Making paid consulting firM account! bis 



Ssc. 2 - Psll Grant CntitlsMnt 

(a) CstablishMnt of Statutory Kaxltusc. Vt understand th* rational* for 
thtss changts but art saddtnsd to accspt rsductd saxisun avards 
particularly in light of ths nssd for kort grants insttad of loans to 
high risk studtnts. 

(g) Authority to Drav Funds fros substqutnt ytar appropriations. Vs would 
support this txp«nditurs of tht succttding ytar funds to satisfy all 
tntitlsasnts in lisu of rsductd award Isvsls. 



Stc. 3 - Ouratioo of Pall Grant Eligibility 
W* btllava that tht Changs to claust ti) is not nttdtd sine* th* institution 
is rsquirtd by rtgulation to s*t • saxisus tiB« fras* for coMpl*tion o] Am 
progras of study. Tht studsnt loa«s eligibility if thty axcatd this ptriod 
sxcapt undar sitigating circuaatancta according to Satisfactory Acadasic 
Progras Standards. Konitoring this provision viU be difficult bacauta of 
rtvisions to tha studtnts educational objtctivat. 



C«na S. Killar 
>osi«tsnt Dasn 

Ot<ic» oi Scholsrships L Plnsncisi Aid 
PASADCNA CITr COLLCGC 



June 16, i9aa 
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COMMENTS H. ZBQ-p-G, 

(Introduced by Mr. CoUian of Missouri) 



V* «l8h to aaaurQ «r. Colcwn that hia concern about ntudent loan defaults io 
shared by those of us vho adsinister aid progra.o. We believe there ore sose 
good concepts in this bill that could be developed further as follovs: 

^' definition of default takes into 

snd reduces the aiKJUnt in default by aaounts collected. This vould 
sppear to provide a sore true picture of the default probles. 

Ve vould recosaend also subtracting fros the principal in default asounts 
cured through elisination of technical default. 

^* pI^' d^au?t iiticea by lenders to institutions. Hotif ication to the 
institution vithin 60 days of firat payaent due and notification of the 
sale of a loan say aasiat institutions in coaaunications vith students, 
but at the coaaunity college level this »ill be a very saall nuaber of 
cases. 

3 Sec 487 (a) 

* Proiulgation of Guidelinea for Inatitutional Prograas to Encourage Losn 
Repayaent. The development of a sodel progras for loan counseling is a 

Srtotld'Vecoaaend that the Secretary sake use of the expertise of the 
lending coaaunity for this project. 

Ve hsve concerns vith other provisions in the bill snd vish to offer the 
folloving cossentsx 

1. Sec, 432 A (a) Loss of Eligibility; Dsfault Reduction Agrs««jwU 

The criteria to detorsine for vhos the Secretary say establiah a default 
rate higher than 25X before requiring a default reduction agreement aay 
not be appropriate for sany cossunity colleges i.e. 

•) Fever than SOX of the students .ay be receiving need based aid but 
the population that is receiving need based aid say be <rntirely or 
to a high percentage fros poverty level fasilies. 

b) A substantial nuaber of the population of the institution say not be 
Pell recipients but the sajority of the aid recipients say be 
receiving Pell Grants. 

2. Sec. 432 A <b) SuppU»«jUl Xnsuraaoe Prsoluss. 

If this provision is isplesented aost cossunity colleges vill be forced 
to vithdrav fros the GSL progras based on budgetsry "■^^^^^V^"; 
Although colleges prefer not to avsrd a GSL to a high risk «tudent, 
currently insufficient grant and vork study funds are available. 
Vithdraving fros the progras vill greatly ispact access for thousands of 
atudents. 
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3. S«c, 432 A (c) D»lax«d C*rtlllc«tloo of Loan eligibility 

Wt htvt «poktn to this point in our tt«ti»any. Thi« i« not » realistic 
provlalon for momX. independtnt students at cosaunity collegto unless 
Caspus Based or Pell aid is available the first day oi classes. Ve 
recoaaend aaking this optional for the institution to release or hold the 
check pending the unique needs o£ the students. 

4. Sec. 432 A (d) Inforaation Required Vhen Certifying • Loan 

Ve support gathering the available inforaation in an entrance interview. 
Hovever for soae of our students not all of this inforaation ia 
available. Refugees for exaaple aa/ not have parents living or they nany 
not reside in the U.S. Many do not have drivers licenses, if* are unsure 
as to tfhat the requireaents voulit be for verifying this data. Checking 
the inforaation against other iivstitutional data or obtaining a svorn 
stateaent are reasonable requirearnttf. 

5. Sec. 432 A (f) la School 4 Exit Counseling on Loan Obligation 
Requiring the student to sign a Rights and Reoponolbilitiea Stateaent as 
part of the entrance or exit counseling is a reasonable provision. Ve 
recoaaend that a aodel counseling interview be developed by the lending 
coaaunlty for institutions. 

6. Sec. 432 A (g) Grace Period Contact 

We believe that this ie a very appropriate activity for the lender or 
note holder to vhoa the student vill be saking payaents* but not a 
rcoponsibility of the institution. 

7. Sec. 432 A (h) Asseosacnt of Coats of Adainistering Default Reduction 



Ve believe that if no ads in istrs t ive allovance is provided the 
institution will be cosnitting significant asounto of aoney for the staff 
ti«e req-iired. In addition there vill be foras to be printed and records 
to be aaintained. This in kind contribution should take the place of a 
charge by the Secretary. 



Finally, ve support enhanced due diligence procedures for the note holder and 
guaranty agencies thst vill yield a positive impact on the default rate. 

In conclusion ve vioh to re-inforce coasents in our teatiaony that the only 
vsy to significantly iapact the default rate is to substitute grant or vork 
study avards for loans to high risk students. 

Thank you for the opportunity to coaaent on H.R. 3876, 



Cene S. Klllor 
Aoaiotant Doan 

Office of Scholorohipo L Financial Aid 
FASADEHA CITY COLLEGE 



June 16, 1988 
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Mr. Williams. Thank you. . 

Our final witness on this panel is Mr. Strada who is Director of 
Student Financial and Regulatory Affairs at the Katharine Gibbs 
School in New York. 

Mr. Strada., please proceed. 

STATEMENT OP DAVID STRADA, DIRECTOR OF STUDENT FINAN- 
CIAL AND REGULATORY AFFAIRS, THE KATHARINE GIBBS 
SCHOOL, NEW YORK, NY 

Mr. Strada. Good morning, Mr. Chairman, and members of the 
committee. 

I commend you for introducing the proposed bill with respect to 
reducing defaults in student loans. This consensus bill is both 
tough and reasonable. With some adjustments, I believe it can be 
fair, workable, and effective. 

The Katharine Gibbs Schools are located in 11 metropolitan 
areas in the Northeast where students pursue academic programs 
in business education. We have over 75,000 graduates. The Gibbs 
schools were founded in 1911. Each of the Katharine Gibbs Schools 
is accredited by the Accrediting Commission of the Association of 
Independent Colleges and Schools and is licensed in the State 
where it exists. Six of the Gibbs schools have been approved to 
offer associate degree programs. 

The matter currently before Congress is to consider legislation to 
address the problem of defaults in the Guaranteed Student Loan 
Program. As important as the matter of defaults is, it must be real- 
ized that defaults are an indicator or a symptom of a much more 
basic problem in higher education. The relevant issue is one of 
quality education. . 

The commitment to quality education is a tradition at Katharine 
Gibbs. Evidence of this high level of achievement can be found in a 
retention rate of 91 percent, a placement rate of 96 percent, and an 
overall GSL gross default rate of approximately eight percent. 

AICS, along with other national accrediting bodies, has made a 
commitment to quality in the administration of the GSL at 
member institutions. A series of 50 workshops have been conducted 
across the country emphasizing how to minimize defaults. AH par- 
ticipants were given a manual to take back to their institutions for 
use on a day to day basis. 

I am in agreement with much of what is included in the pro- 
posed legislation, as is AICS. There is a need, however, for soir<, 
fine tuning, some changes as I understand the current form of the 
bill. 

The cause of our concern over defaults is based on the cost, cur- 
rently estimated to be $1.6 billion. Of that gross figure, it is expect- 
ed that $400 million will ultimately be collected, resulting in an 
annual net cost of $1.2 billion. It should also be noted that current- 
ly, there is approximately a total of $40 billion outstanding in the 
GSL. In the words of Mr. Coleman on Tuesday, the GSL does pro- 
vide considerable bang for the buck. We must remember that. 

It was also interesting to note that Dr. Carnes' comment on 
Tuesday indicated that the rate of defaulted loans at the Small 
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Business Administration is nine percent. That figure is almost 
identical to the net GSL rate. 

My comments with regard to the specific sections of the proposed 
legislation are the following. 

Pell grant entitlement. I support the concept of a Pell Grant en- 
titlement; however, it is not clear what signals would be given by 
decreasing the statutory maximum Pell Grant award. In that 
regard, I generally support that part of the proposal by Congress- 
man Fo* ^ to increase the maximum Pell award in the early years 
of a postsecondary program. However, failure to permit borrowing 
by students in the early part of their program will probably also 
deny them access at privately supportea institutions. 

Duration of Pell Grant eligibility. The way in which the proposal 
is structured, the benefits are only budgetary and it fails to serve 
the student. As I interpret the proposal, a student who completes 
two years or more of instruction would no longer be eligible for a 
grant in a one-year program regardless of his financial need. 

Often times, a single educational program does not provide ade- 
quate preparation. One of the most popular programs at Katharine 
Gibbs IS called ENTREE. That program caters to college graduates 
who lack the necessary skills required for entry into the workforce. 

Notice to borrower and institution of sale of a loan. Confusion, 
and therefore the likelihood of default will be eliminated by this 
section. Will it have a greater impact on the requirement, is the 
question, if it is placed on the purchaser of the loan who has a 
vested interest in the future of that loan. 

Requirements with respect to the disbursement of student loans. 
It is not clear from this section whether a loan made to a student 
enrolled in a quarter calendar program is to be disbursed in two 
installments or three. Further, does this section allow the second 
half of a loan to be disbursed at the beginning of the second quar- 
ter? 

There is merit in delaying the disbursement of funds to first year 
students. However, placing the control of this action with the insti- 
tution may be a much better approach. Rather than delaying the 
disbursement for these students by 30 days, it would be better to 
prohibit the institution from certifying first year loans until after 
the 15th day following the first day of classes. Due ^ the required 
time to processing, the result would be similar to the 30-day pro- 
posal. It would also eliminate the burden required of institutions, 
lenders, and guarantors to process applications for those who with- 
draw in the first two weeks of the program. That school certifica- 
tion could also ensure that the student has been properly counseled 
and enroDed at that time as an eligible student. 

This section also allows the disbursement of the second half of a 
loan for a withdrawn student to cover costs already earned by the 
institution. It also states that any excess would be returned to the 
lender as a prepayment. The intent of this provision is clear, but it 
seems to conflict with a final regulation promulgated by the de- 
partment on December 1, 1987. This regulation still continues to be 
unclear to the community on how to implement that. 

Default reduction agreements. If I am reading it correctly, this 
section allows the Secretary to choose to initiate program reviews 
at the top five percent of institutions ranked by default rate or 
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ranked by annual dollars in default. Why not require him to 
review the top 2.5 percent in both categories rather than giving 
him a choice of either/or? 

We must remember that while we want to reduce the number of 
borrowers in default, the desired result ultimately is to reduce the 
total amount of dollars in default. 

Please consider an institution with 25,000 borrowers in compari- 
son to one with 250. Merely one-tenth of one percent default reduc- 
tion at the first school would have the same monetary effect as a 
full ten percent reduction at the second school. Because a default 
reduction agreement is productive rather than punitive, an institu- 
tion should not consider it to be a penalty nor unreasonable. 

Once again, the concern of CJongress is to reduce the expense of 
defaults regardless of the source. On a student by student basis, a 
default at an institution with a 5 percent rate is just as unaccept- 
able as one at an institution with a 25 percent rate. 

The concept of a default reduction agreement as previously intro- 
duced by Mr. Coleman is to be commended. The reason for that is 
because it emphasizes correction rather than cutoff. Comments 
made by Spcretary Bennett on Tuesday do seem to indicate that he 
agrees with this concept. The more specific the law with respect to 
this matter, I believe the better the law. 

Because this approach is based upon corrective action, the legis- 
lation should ensure that lenders continue to be required to make 
loans to students at such institutions. The agreement not only pro- 
ceeds LS&T, but iv also is meant to prevent such action. 

As proposed, the definition of default will provide what I feel is a 
disproportionate and inappropriate high rate. The reason for this is 
because the numerator contains all loans which go into default in a 
given year, regardless of when the loan went into repayment. The 
denominator contains only the loans which went into repa3mient 
during that given year. This combination of apples and oranges 
will result in a larger fraction and thus a higher result than is ac- 
tually the case. 

I suggest that the subcommittee consider the definition as pro- 
posed by AICS. 

Effect of loss of accreditation. This provision adds strength to ac- 
tions taken by accrediting bodies, and thus, helps to ensure quality. 
I am very supportive of that. 

Ability to benefit. The proposed law requires reasonable and ap- 
plicable information with r^ard to admission of such students. I 
support that wholeheartedly also. 

Tuition refund policy. In determining the passage of time, and 
thus calculating the amount of tuition earned, the law would be 
much more clear if it were stated in terms of w^eks of instruction 
completed, as opposed to looking at days or hours. You could get 
into a situation of splitting hairs that would merely cause confu- 
sion and probably more error. 

In fairness to the student, however, this calculation should also 
be based upon the last date of attendance rather than the time 
when the withdrawal is being processed. 

It is also unclear if this section applies to an academic year or a 
term. Further, the use of the term initial administrative expense'* 
seems to me to be very vague. At Katharine Gibbs, a conservative 
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estimate of our expenses prior to registration day for an individual 
student is approximately $500. A strict pro-rata formula would not 
consider the amount and the timing of an institution's expenses. 

Restrictions on institutions' promotional activities. There is noth- 
ing wrong with the concept of commission or bonus. In fact, this 
concept is not only used successfully in the private sector but also 
in goveru.nent. I think a very relevant example of this would be 
the Department of Education that does pay merit bonuses for its 
outstanding employees. Why should that not be permitted in the 
actual institutional sector I don't understand. 

Also, if you do feel that it is necessary to regulate commissioned 
salespeople, I \70uld recommend that it be permitted after a stu- 
dent has remained in the program for a reasonable period of time 
rather than it being permitted on the first day. 

For your reference, I have also attached to my testimony a list of 
some of the items of the administration s proposed bill and whether 
or not I support or oppose those. 

Thank you for this opportunity. 

[The prepared statement of David Strada follows:] 
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ZNTRODacnON 

Mr. Chairman and Members of the Subcoianittee : 

I coBoend you for introducing the proposed bill with respect 
to reducing defaults in student loans. This consensus bill is both 
tough and reasonable, with some adjustments, i believe it can be 
made to be fair, workable, and effective. 

Thank you for giving me this opportunity to speak with you 
today. My name is David strada and I am the Director of student 
Financing and Regulatory Affairs at the Katharine Gibbs School. 

The Katharine Gibbs schools are located in n metropolitan 
areas in the Northeast. The tradition of excellence in business 
education began in 1911 when Katharine Gibbs founded her first 
school in providence, Rhode island. As the locations and 
programmat*c offerings expanded, so did the school's reputation of 
quality. Today, students pursue academic programs in executive 
secretarial, information processing, travel and conference 
planning, hotel and restaurant management, and microcomputing and 
accounting. 

Each of the Katharinn Gibbs schools is accroditod by the 
Accrediting Coaaission of tha Association of Independent Colleges 
and schools (aICS) and licensed by the state in which it is 
located. Six Gibbs schools have been approved to offer associate 
degrees . 

QUAUCTX EOaCATTOM AND STODENT LOANS 
The matter currently betore the Congress is to consider 
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legislation to address the probleja of defaults in the Guaranteed 
Student Loan Programs. As important as the matter of defaults is, 
it must be realized that defaults are an indicator or symptom of a 
much more basic problem in higher education. The relevant issue is 
one of quality education. 

Regardless of the purpose of the program or the type of 
control of the institution^ the primary concern of all involved 
parties should be to ensure a (quality educational offering. A 
sour.d educational program, be it in the liberal arts or specific 
career training, is the goal which we all should seek. 

The commitment to a (quality education is a tradition at 
Xatharino Gibbs. Evidence of this high level of achievement can be 
found in a retention ite of 91 percent and a placement rate of 96 
percent. The result of this (quality can also be seen in an overall 
GSL gross default rate of approximately eight percent. The 
development and maintenance of quality is an on-going process; a 
quality seminar of key personnel from all Gibbs schools is being 
planned for this fall. 

AICS is also concerned with quality. The leadership of the 
Association focused on this central issue at a symposium this past 
winter. A follow-up session will be held this very afternoon at 
the Association's annual Governmental Affairs Seminar. 

AICS, along with other national accrediting bodies, has mnde a 
i. :imitment to quality in the administration of the GSL at member 
institutions. A series of 50 workshops have been conducted across 
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the county emphasizing the causes and sources of defaults and how 
to minimize defaults. All participants were given a manual to take 
back to their institutions for use on a day to day basis. 



I am in agreement with much of whac is included in the 
proposed legislation, as is AICS. There is a need, however, for 
some fine tuning and soae changes as I understand the current form 
of the bill. 

The cause of our concern over defaults is based on the cost; 
currently estimated to be $1.6 billion. Of that gross figure, it 
is expected that $400 million will ultimately be collected, 
resulting in an annual net cost of $1.2 billion. It should also be 
noted that currently, there is approximately a total of $40 billion 
outstanding in the GSL. In the words of Mr. Coleman, the GSL does 
provide considerable "bang for the buck". 

Because the GSL is first and foremost an opportunity program, 
it should not be surprising that some high risk borrowers do not 
ultimately repay their loans. That, however, is not reason for us 
to attempt to collect from each and every borrower. It was 
interesting, in light of the purpose of the GSL and who borrows, to 
note Dr. Games* comment on Tuesday indicating that the rate of 
defaulted loans at the Small Business Administration is 9%. That 
figure is almost identical to the nflt GSL default rate. 

Also mentioned during testimony on Tuesday was a recent GAO 
Report. It is important that the record reflects th.i fact that 
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this report Is prellnlnary and that the way In which It treats some 
of the data uay skew the results. For example, It compares low 
incone defaulters at proprietary institutions with students at all 
other types of institutions. You would not have to cond.^ct a study 
to conclude that given the type of student attending vocational 
(probably private career) schools, the default rate would be higher 
compared to all other types of traditional institutions. However, 
if connunity colleges and historically Black colleges and 
universities were separately Identified and compared with 
proprietary schools, the dofault rates would likely be comparable 
since they often dealing with the saae type of student. Without 
analyzing that all inclusive category of "other institutions," it 
masks, whether purposely or not, the effect that institutions such 
as community colleges would have for default rates. 

On behalf of an association representing private career 
institutions, I would also say that although it is true that, as 
indicated on Tuesday, the Department of Et'*- cation did allow 
representatives of associations to review the so-called Pelavin 
report requested by Senator Kennedy, representatives were allowed 
to review only a "final doctiment" on the day before it was sent to 
Capitol Hill. 

Ky comments on specific sections of the proposed legislation 
follow. 

Sec. 2 PELL GRAKT EHTITLEKENT. I support the concept of a Pell 
Grant entitlement; however, it is not clear what signals would oe 
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given by decreasing the statutory naximun Pell Grant award. We 
fimly believe that it is not inappropriate in this legislation to 
reverse, at least partially, the dangerous trend of providing 
increased loan aid instead of grant aid. In that regard, we 
generally support part of the proposal by Congressman Ford to 
increase the maxinua Pell Grant award in the early years of a 
postsecondary program. However, failure to permit borrowing by the 
student will probably deny them access to a postsecondary 
education. 



Sec. 3 DORATION OF PEIX GRANT ELIGIBILITY. There may be merit in 
limiting the number of academic years a student may receive a Pell 
Grant, but the way in which this proposal is structured, the 
benefits are only budgetary and it fails to serve the student and 
society. There should be a limit in tne number of years in which 
the individual may receive the grant, rather than limiting 
according to a program in which the student is enrolled. 

As we interpret the proposal, a student who completes two 
years or more of instruction and decides that he would be better 
served by a one-year program, would no longer bo eligible for a 
Pell Grant in the one-year program, regardless of his financial 
need. 

Often times, a single educational program does not provide 
adequate preparation. In recent years, one of the most popular 
programs at Katharine Gihbs School has been ENTREE. This program 
caters to college graduates who lack the skills required for entry 
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into the workforce. 

SBC. 4 NOnCB TO BORROWER AND INSTITOTIOH OF SALE OF A lOAN. Much 
confusion, and therefore the likelihood of default, will be 
eliminated by this section. However, it would have a greater 
impact if the requirement is placed on the purchaser of the loan 
who has a vested interest in the future of the loan, rather than 
the original maker and has thi obligation to remain in contact with 
the borrower. 

SEC. 8 ADDITIOHAL KEQUIRElCaiTS WITH RESPECT TO DISBORSEKENT OF 
STUDENT LOANS. It is not clear from this section whether a loan 
made to a studer^t enrolled in a quarter calendar program is to be 
disbursed in two installments or three. The timing limitations of 
this section may also cause problems for loans disbursed quarterly. 
Does this section allow the second half of a loan to be disbursed 
at the beginning of the second quarter? 

There is merit in delaying the disbursement of funds to first 
year students. However, placing the control of this action with 
the institution may be the better approach. Rather than delaying 
the disbursement for these students by 30 days, it would be bettf r 
tj prohibit the institution from certifying first year loans until 
a^ter the )5th day following the first day of class. Due to the 
required tlir.a for processing, thfs result wovld be similar to the 
proposal. More inportantly, however, it would ."•iamate the turdsn 
required or institutions, lenders* , and guarantors to piTocesc 
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applications for those who withdraw in tho first two weeks of the 
program. The school certification could ensure that the student 
has been properly counseled and enrolled at that tine as an 
eligible studort, 

Tho concept of allowin^j^ the institution to provide a schedule 
for disbursement also has nerit. However, because there are so 
nany variables of program length and dates for the loan period, 
this would have to be done on an individual basis, jne way to 
acconaodato this would be to amend the school ooction of the loan 
application to include thio iten. This would have an effect on a 
reasonable implementation date for thio provision sine*) new forms 
may have to bo developed and printed. 

This section allows the disbursement of the second half of a 
loan for a withdrawn student to cover costs already earned by tho 
institution. It also states that any excess would be returned to 
the lender as a prepayn#»nt. The intent of thic ^roviaion is clear 
but it seeofl to conflict with a final regulation promulgated by the 
Department of Education on December 1, 1987, That regulation, 
continues to be unclenr and problematic, 

SEC, 10 DEPAUM REDOCTIOM ACREEKEHTS, This section allows the 
Secretary to choose to initiate program reviews at the top 5 
percent of institutions ranked by default rate, or ranked by annual 
dollars in default. Why not require hia to review the top 2,5 
percent in both categories? He must remember that while we want 
to reduce the number of borrowers in default, the desired result 
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ultimately is to reduce the total amount of dollars In default. 

Pleaso consider an institution with 25,000 borrowers in 
coBparison to one with 250. Merely .1% (one-tonth of one percent) 
default reduction at the first school would have the same monetary 
effect as a full 10% reduction at the second school. Because a 
Jofault reduction agreement is productive rather than punitive, an 
institution should not consider it to bo a penalty nor 
unreasonable. Once again, the concern of Congress is to reduce the 
expense of defaults ..egardloss of the source. On a student by 
student basis, a default at an institution with a 5 percent rate is 
just as unacceptable as one at an institution with a 25 percent 
rate. 

The concept of default reduction agreement as previously 
introduced by Mr. Coleman is to be commended because it emphasizes 
correction rather than cut-off. Comments made by Secretary Bennett 
on Tuesday seem to indicate that he agrees with this concept. The 
more specific the law with respect to this matter, the bettor it 
will be. This does not exclude the use of L,S, and T where 
appropriate. 

One additional item to be included in program reviews is the 
recommendation that the reviewer needs to monitor the 
implementation of the institutional refund policy and determine 
whether the institution is properly and timely making refunds. 

The sixth item to bo reported by institutions which have 
entered into a Default Reduction Agreement with the Secretary is 
the reporting of the status of students receiving aid under this 
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title. currently, all institutions ars required to keep Icndeia 
and guarantee agencies abreast of student status. is this iten 
redundant or does it require anplification? 

Providing the secretary with the authority to waive the 
requirenent to have the institution enter into an agreement nay 
have merit, albeit not obvious, if this provision is to remain, it 
should provide that it is not to be used indiscrixainately. Use of 
a vaiv^.r would have to be sector neutral. jijst as it nay be 
appropriate to use the waiver with an institution such as Howard 
University, it^ nay be just as appropriate to exercise the option at 
a private carear school. 

The use of default reduction agreements is a prescriptive and 
productive approach to dealing with defaults. Because this 
approach is based upon corrective action, the legislation should 
ensure that lenders continue to be required to nake loans to 
students at such institutions. The agreement not only proceeds L, 
S, and T, but it is meant to prevent such action. 

As proposed, the definition of default will provide a 
disproportionately and inappropriately high rate. The reason for 
this is because the numerator contains all loans which go into 
default in a given year, regardless of when the loan went into 
repayaint. The denominator contains only the loans which went into 
repayment during that given year. This combination of apples and 
oranges will result in a larger fraction or a higher rate. i 
-uggest that the subcommittee considers the following definition as 
propoaod by AICS: 
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proposod by MCS: 

"DEFINITION. — As used in this section, the torn 'default 
rate' neans a fraction, expressed as a percent — 

(1) the nujaerator of which is the average of tha previous 
three fiscal years (for which acceptable data is 
available) of (A) the total original principal of loans 
on which a default (as defined in section 435;?)) occurs 
during such f isc? ». years, reduced by (B) (i) the total 
aaoun t col 1 ectod on such loans ( including amounts 
collected after the default) and (ii) the total principal 
amount outstanding on loans in default made to high risk 
students of such institutions; and 

(2) the denominator of which is the aveiage of throe 
previous fiscal years of the original principal amount 
of all loans, minus the principal amount loaned to high 
risk students, that were in repayment during such fiscal 
years . ** 

"(1) HIGH RISK STUDENTS. — For purposes of subsection (k) the 
term '^high risk students" means students whose student aid 
index under the Fell Grant needs analysis of subpart 1 of part 
A of this title is equal to zero.** 

SEC. 13 EFFECT OF LOSS OF ACCREDirATIOM . This provision adds 
strength to actions taken by accrediting bodies, and thus, helps to 
ensure quality. It would prevent institutions from shopping from 
one agency to the next. He are pleased that AICS has long 
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advocated this provision, 

SBC. 17 ABILITY TO BENEFIT. The proposed law requires reasonable 
and applicable information with regard to the adaission of ouch 
students. However, annual certification of compliance by 
institutions to the Secretary does not seem to be .lecessary and is 
redundant. Compliance will be monitored through credits and 
program reviews, 

SEC. 18 TOITIOM REFUND POLICY. In determining the passage of 
time, and thus calculating amount of tuition earned, the law would 
be nore clear if it were stated in terms of a portion of weeks of 
instruction ''onpleted. In fairness to the student, this 
calculation should be based upon the last date of attendance rather 
than the time when the withdrawal is processed. It is also unclear 
if this section applies to an academic year or a term. Further, 
use of the term "initial administrative expense" is vague. At 
Gibbs, a conservative estimate of our direct expenses prior to 
registration day is almost $500, in fact, there is no way to 
recoup costs, both direct and indirect, when a student drops out, 
A strict pro-rata formula, would not consider the amount and the 
timing of an institution's expenses, 

SEC 20 RESTRICTIOMS OM INSTITOTIOMS PROMOTIOMAL ACTIVITIES. 
Prohibition of the use of individuals who are not employees of the 
Institution in recruitment of students helps to ensure control, 
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ignoring the problea itself. There is nothing wrong with the 
concept of coniaission or bonus. In fact, this concept is not only 
used successfully in the private sector, but in govemnent as well, 
A relevant exanple is thft paynent of aerit bonuses by the 
Departnent of Education to its outstanding employees. 

If you feel it is necessary to regulate coonissioned sales, I 
reconaend that coocissioned sales be penaitted if the coiamission is 
paid after a reasonable period of tine. 



For your reference, I an attaching a list of sone of the items 
proposed in the Administration's Bill in terms of whether I support 
or oppose them. 

In summary, I thank you for this opportunity to present ny 
comments on the proposed legislation to you. I would welcome any 
questions you may have for me. 



********* 
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Adninistration's Bill 

S. 2432 
Student Aid Integrity 
and Accountability Bill 



SUPPORT: 



o 
o 

o 
o 

o 

o 

OPPOSE: 
o 

o 
o 
o 
o 



Offsetting the salaries of federal eaployees in default. 

Offsetting student loan debts from defaulters* federal 
income tax refunds. 

Making greater use of private collection agencies. 

Referring defaulted student loan accounts in possession 
of the federal govemaent to the Justice Department for 
litigation. 

Allowing the use of the National student Loan Data System 
to enforce loan limits and to avoid providing additional 
student aid to defaulters. 

Improving gsL information flow by requiring timely notice 
to borrowers, schools and guarantors when a loan is 
transferred from one lender to another. 



Repeal of the ability-to-benefit student aid eligibilit" 
option. 

Requiring credit checks on all student borrowers age 21 
and older and requiring any borrower with a poor credit 
history to have a loan co-signed. 

Requiring GSL default risk-sharing by reducing lender 
insurance and the basic guarantee agency reinsurance 
level from 100% to 90%. 

Relying on state licensing to determine whether a 
school's courses should be measured in clock or credit 
hours for student aid purposes. 

Limiting pell Grant eligibility to three years for 
students in programs normally lasting 2 years or less. 
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Mr. Williams. Thank you. 
Any questions, Mr. Hayes? 

Mr. Hayes. Thank you, Mr. Chairman. I just want to comment 
that this panel has been very comprehensive in their testimony. 

While I support the proposed legislation, I am not sure that we 
really are getting at the roots of what I see to be a basic problem in 
the future: whether or not higher education is still going to be 
available to the economically disadvantaged. This bothers me an 
awful lot. 

The emphasis is on reducing the default rate on student loans, 
some of which should not have been made in the first place. From 
i^ome of the L wrings we have had, there is a definite shifting away 
from student grants to loans to students where there was no way 
they could pay them it back in the first place. To place emphasis 
on coUeC'ion of these loans I think is not going to— you are going to 
find the continued diminishing of funds for kids who want an edu- 
cation M^ho won't be able to afford it. 

It just disturbs me to no end. You touched upon it, all of you did. 
I know our chairman is really concerned about this whole thing. 
But I am particularly concerned about minorities. 

I was in Geneva just yesterday and I picked up a national paper. 
Oxford University is suffering and struggling, and they may have 
to discontinue some of their programs to the affluent who have the 
privilege to attend there. They have already employed a fundraiser 
from America in order to uplift their program and maybe salvage 
it But the thing that hit me most is the fact that there is concern 
in a prestigious institution like this, 

I am bothered by the direction we are going, particularly in some 
of our community colleges which are hurting which poor students 
have .access to. 

I want to see some improvements in the collection mechanism, 
but I don't want to see this emphasis placed in such a way that we 
get so carried away in this approach that we don't come up with 
some solutions just on how we salvage money, to continue to help 
students who want to go to school. 

I am a little bit bothered by some of the penalties that are being 
proposed for some of the universities too, hoMing them responsible. 
At the same time our system of justice is tmding a way, it looks 
like to me, to exonerate people in higher places who mess up 
money and don't pay debts. This disturbs me— Poindexter and 
Colonel North a case in point. This is the kind of thing I think we 
ought to be looking at too. 

Thank you, Mr. Chairman. 

Mr. Williams. Thank you. Mr. Perkins? 

Mr. Perkins. Thank you, Mr. Chairman. 

I am interested in a number of things that were said today. I 
suppose I have to begin, as all of us seem to, pontificating in terms 
of what ycur personal interest is. I am concerned about some of the 
things that Charlie is. 

Obviously access of the individual student to a college is some- 
thing that we all have to look at and be very much concerned with. 
In that regard, I suppose I am very much interested in terms of 
this. We have heard a number of comments here from the panel 
about the 3(May period at the beginning of the school year, and I 
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would like to flesh this out a little bit— we ve obviously had testi- 
mony on this— from anyone on the panel about what type of per- 
ceived effect this is going to have in terms of limitation of students 
at their respective universities or institutions. 
Am I clear? 

Mr. Strada. At the private career schools it should not in itself 
affect access, but at the time that the disbursement is made to the 
student's account. Although it does create difficulties in particular 
with the smaller institution that is very dependent on that cash 
flow of income from tuition to meet salary, etc., it should not, as I 
see it, in that type of institution have an effect on access itself. 

Mr. Perkins. I know you testified earlier about the $5,000 situa- 
tion there, that the^ were having a very difficult time with the 
mother getting into the school system without having that loan up 
front in essence. 

Mrs. Miller. If you will notice in my written testimony, commu- 
nity collies I think probably in general, but particularly I am 
aware of in California, were late to recognize the importance of 
participating in student aid programs. There was this myth it was 
free. So by the time they got involved in filing Federal applications 
and getting money, the growth of the programs had slowed and 
caps were put on how much money they could receive. 

If you will look at the data in there, you will see that the aver- 
age award per student at a California community college from Per- 
kins loans, college work/study, and supplemental grants is $247 
er student, and the average Pell grant is approximately $800 or 
900 per student. 

So the institutions with which I am closely associated don't have 
sufficient funds from other sources. They only get a small portion 
of the State grant money. Predominantly that goes to high cost 
schools. 

So without the guaranteed student loan, access would be a seri- 
ous problem. 

Mr. Perkins. Do you have any kind of idea— I know it is very 
difficult to estimate— in terms of the number of students that 
would actually be denied any sort of access? 

You gave me a case example. Do you have any feel on what per- 
centage of students this is going to stop from going to school? 

Mrs. Miller. We know that over 60 percent of our students are 
self supporting across the State. The dependent student, the stu- 
dent who lives at home with his parents will not be impacted by 
holding the check for 30 days. It will be the 60 percent, but it won^t 
be all 60 percent because some of them will have some part time 
job or earnings coming in. 

It would be just off the top of my head, and I really feel a little 
bit— I'm not sure that I should make that kind of a guess— might 
be 10 percent, might be higher. 

Mr. Perkins. You think it would be that significant, 10 percent? 

Mrs. Miller. It is very possible. For example, in the area that 
Mr. Martinez represents. East Los Angeles College, they only have 
$34,000 in supplemental grants. Now that serves fewer than 34 stu- 
dents, and that's a very high number of low income students. So 
you know that the only way they are going to meet need is to give 
those students loans. 



EKLC 



251 .,, 



Mr. Perkins. That concerns me too. For the student, for the 
economically disadvantaged student, this requirement may just be 
the straw that breaks the camel's back. 

Mrs. Miller. It is going to impact access, and probably it is going 
to impact access to what is known today as the nontraditional stu- 
dent which is becoming the traditional student, and that is a re- 
turning student, head of household, someone who has continual ex- 
penses they have to pay for their rent or their house, they have to 
buy the food, they have to clothe the children, they have to pay for 
their utilities, and they give up a job or a full time job to come 
back to school to get retrained, and they have to have money up 
front. 

Mr. Perkins. I find that interesting. You know, again^ continuing 
where I am coming from, I think we have gotten farther away from 
the grant concept than I would like to see in this country. We con- 
tinually emphasized the loan over the last number of years until 
today it has grown significantly in terms of its importance in the 
overall equation. 

I think that while loans are a very definite part of this equation, 
something that should be there, I am a little bit concerned that we 
don't try to go in terms of this default thing to the degree where 
we start really impacting access. That's something that I think we 
have to be Very Careful about. 

At the same time, I am interested and I do think it is a good con- 
cept that people out there realize that if there is a default problem 
at a particular type of institution, that maybe they should look at 
it, and maybe they should try to take some corrective action. 

In this five percent, where you are talking about percentage, or 
you are talking about five percent in terms of total dollars— you 
gave 2,5 percent of both that you should automatically look at But 
in terms of five percent, do you think it would be — Mr. Craig, I am 
not sure I understood what you said. You seemed to be talking 
about a five percent "or" situation or an "and/or" situation? 

Mr. Craig. No. What I was talldng about, that the default rate 
should be, we had suggested a 25 percent default rate on a numeri- 
cal number, not the gross volume of loans, as an advisory commit- 
tee. I can use mj institution as an example. We are the largest in- 
stitution in Montana, not the nation of course. We make about $8 
million in GSL loans a year. Our default rate is running around 
seven percent^ between seven and eight percent. We would certain- 
ly have the highest gross default rate in the State of Montana, but 
on a percentage basis we probably have one of the lower default 
rates in the State of Montana. 

Mr. Perkins. Well, it seems to me that this type of provision 
would obviously impact the bigger schools as opposed to the small- 
er schools in terms of gross dollars. 

Mr. Craig. That's right. 

Mr. Perkins. So your position would be more that it should be a 
percentage figure? 

Mr. Craig. Well, our position is that schools that are doing a 
good job shouldn't be penalized with additional burdensome regula- 
tions which is going to result hi a cost to that institution. 

Mr. Perkins. So you just put on a minimum, the 25 percent. 
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Well, that's a suggestion. It could be 20 percent it 
could be 15 percent, it could be any type of oercentarrpRnrfi,! 

Sd r PederalV^' anS TnstiSffonaMevel 

should be directed at those schools that kre having tffSltv in 
mamtmning a reasonable default rate. ^ Oiiticulty m 

pnf o^^P^'^u ^ essentially are just saying everyone is differ- 

SctJ«llvX^ of st^dards KL^miSng 

wno IS actu^ly the people m a bad situation. ^ 

You looked like you wanted to say something, sir. 

fauft nS^n^; j"'^"^^ ^ comment that I don't see the de- 

'^^"^T ^g^eement as something that is punitive I don^ 
thmk It IS a school being penalized if that happens It is lometWng 
inH J^-lf participation in fhToS 

cui^Il eventually bring down the dollar amount Li detaultfalS 

S^ateh. """'-^ ^^^^ ^ -^^^ ' - - 

9 ^ "H^f^^^H ^ j"^^ mention that when we talk about 2 5 and 
. fif '^"'^^ ^ I believe the law is witten i^at 

on a three-year rolling cycle that in the next two yeamhS iSti- 

tei clllfatiil 'ir^ ^ P-rt of ?hos?n?x tt 

year calculations. So m effect, we are looking at an aggregate or a 

Sfor«o?^^^^^^^^^ 

think that is important to undersT^A ' 

TTiank you, Mr. Chairman. 

Mr. WiLUAMs. Mr. Tauke? 

Mr WxVff ^ questions, Mr. Chairman. 

r£rl^\^^t^^^'- Pl^'^' provisions in the bill would 

sE£t l2t XnL"°^ the students but the institution 
Kvnn femiiff -^"1^*1 regarding the sale of a student's loan. 

Mr Craig Yes^ portion of the bill? 

th^e ilme'iJvid^n"?! have testified before this subcommittee that 
fauli Would ft? P'^'^'^" '"''''^^ help to reduce de- 

knowing where to make paymerts on their 

^ZiV^^h^JT^JnT^'r- n^mKof studente 
coming m where a loan has been sold from a lender and flipv Iiqwo 

idea^whettni> ^^'^.^^^^t cSeNKtitl?^^^^^ 
the srudent nnf w- i!' ^S^^^her In some cases it is not the case of 

lerfto makf pa"^^^^^^ "^'^ P^^"^"*^' ^^^^ ^^-'^ know 
^ ^'^hool had better information from the lenders we 

would be better equipped to help students making their 0"™^ 
I really have no problem with that provision. ^ Payments. 

sion ^';u*^r¥,' the. legislation also includes a provi- 

sion, as you know, that allows institutions to withhold acadpmYn 

tKStill^^^^^^^ ^'^^y^'' thdrVn bufwouW^^^^^^ 
the institution the ability to waive the requirement in the event 

n'l^^f """'Ji? transcript would prevent thTstuden f?om rl 
^ Mr ^rpiT-A'^'.rf J^i''^ f °f the effect of that. 
Mr. Craig. I don t thmk that would be anything different than 

Anrmetat ' ^^^h regard'^toTh^e PerSs loan 

Anytime that a Perkins loan at our institution goes into default, 
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the transcript is held. We will release a transcript if a student can 
show that tliey need a transcript to get a job. It would just be 
really following the same procedures with the guaranteed loan pro- 
gram that we are following with the Perkins loan program. 

Mr. Williams. Mr. Strada, do you agree with that? 

Mr. Strada. Yes, I do. I think it makes a great deal of sense, and 
it would also ensure that there is continued contact between the 
borrower and the institution itself. At that point we could take ad- 
vantage of that communication and reinforce how a loan is to be 
repaid and what is to be done if there are any problems. So it could 
be cured at that point. I am supportive, yes. 

Mr. Williams. Mrs. Miller, you raised a concern that 1 share, 
and that is that the delay of 30 days in disbursement might fall 
upon the students. Neither your school, Pasadena City, nor the 
community colleges in California of course want to see that 

^? wonder if schools would be willing to sign a certificate that 
they would be responsible for the payment of those 30 days it the 
student did drop out. You could do that, or the institutions could 
up front the money to the student because we share a concern that 
the students do need the funds. The question is, should the Federal 
government be responsible for that welfare of the student or should 
?u« !«of ifiif;«„ «f that ctuflpnt.'s choice share that risk burden tor 
the benefit of the student? . ^, . ... .. 

Mrs. Miller. The answer to your first question, the institution 
would not be able to repay the loan. I think there is a State law 
about gift of public funds which would prohibit that. 

The number of students who drop out in the first "0 days who 
are receiving financial aid is an insignificant number. I think that 
with careful monitoring of advancing the checks, this should not be 
a problem that is worthy of setting a policy that could deny access 
to some students. . , . t 

Mr. Williams. Does anybody else wish to comment on that ques- 

mI. Armstrong. I would have to agree with her. In fact, at our 
institution these students would not be affected by this legislation. 
We would up front the money to the student. In the event of with- 
drawal, we then would have to incur the loss because most likely 
the student wouldn't pay us. But I do not think this provision is 
necessary in the bill because it does affect a minimal number ot 
students. 

Mr. Williams. Mr. Craig? , • ««r 

Mr Craig. I was going to say that I think the change in the reg- 
ulations in which GSLs have gone to multiple disbursements has 
perhaps satisfied that problem. Prior to this time where students 
could get 100 percent of their loan up front at the beginning of the 
school year did create a problem. j • <. 

Our problem really is not one of where students are dropping out 
within two or three weeks of the beginning of the term. It is really 
the problem of the student who goes one or two terms and doesn t 
return. That's the more serious problem. 

Mr. Williams. At your institution? 

Mr. Craig. Yes. 

Mr. Williams. Mr. Strada? 
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Mr. Strada. Although I do understand everything that has been 
said, and it may apply to each of those institutions, it is jlear that 
it is the student that does withdraw, and in particular the statistics 
show the early withdrawal who is the defaulter. So for that reason 
I think some type of delayed disbursement would help to reduce de- 
fault cost. 

Mr. Williams. You prefer the certification at 15 days, as I recall. 

Mr. Strada. Yes, I do. I think that would accomplish not only 
the effect of delaying the disbursement but loosen some of the 
burden of processing applications for the early withdrawal. Every- 
one benefits from that. 

Mr. Williams. Our thanks to each of you. We appreciate the 
counsel of this panel. 

While calling the next panel to the table, I do want to add one 
person to it which means that one of the people on this next panel 
should remain seated for now. Mr. Atwell has a flight schedule 
that requires that he come next. I notice there isn't room at the 
table for more than five people. So I would ask the last name on 
the list to remain seated until Mr. Atwell has completed. 

So will Mr. Atwell, Mr. Hawk, Mr. Hollander, Mr. Kipp, and Ms. 
Kennedy come forward, and Mr. Banks, we will bring you forward 
in just a moment. 

Mr. Atwell, who has the airline schedule difficulty, is the Presi- 
dent of the American Council on Education and as^'sted us greatly 
in the Belmont Task Force Report, and is here along with Mr. 
Blair who will testify later, to give us the impressions of the Bel- 
mont Task Force participants about our legislation. 

Mr. Atwell, please. 

STATEMENT OF ROBERT ATWELL, PRESIDENT, AMERICAN 
COUNCIL ON EDUCATION,. WASHINGTON. DC 

Mr. Atwell. Mr. Chairman, thank you very much for accommo- 
dating my schedule. I am sorry to disrupt yours. 

I would also take note of the fact that the bill that you have in- 
troduced is called the Student Default Initiative. That has a nice 
ring to it, SDL I think it will be less costly and more effective than 
the other SDI that we are aware of. 

Mr. WiLUAMS. Thank you. 

Mr. Atwell. I am Robert Atwell, President of the American 
Council on Education. I want to thank you again, Mr. Chairman, 
for convening the Belmont Conference and for developing H.R. 
4798. 1 would also express appreciation for Mr. Coleman's initiative 
as reflected in H.R 3876. 

I would like to ask that my written statement be a part of the 
record of these proceedings, and I would simply like to offer some 
summary opening comments if I may, sir. 

Mr. Wiluams. Yes. At the beginning of our hearings the day 
before yesterday we noted that all testimony will be accepted for 
the record. 

Mr. Atwell. I think that most of us that have looked at the very 
serious problem caused by the mounting costs of defaults on guar- 
anteed student loans are struck by at least two facts. 
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First, it is important to understand that it is the default costs 
rather than the default rates which are rising rapidly. Indeed, if 
the default rate were calculated in a manner comparable to that 
which banks use for credit cards and other forms of consumer lend- 
ing, the default rate is around five or six percent and rising very 
slowly, if at all. It is the rapidly increasing volume of loans which 
causes the increase in costs. 

Secondly, it is my judgment that the best way t^ reduce default 
costs is to restrict access to loans by academically high risk stu- 
dents until they become academically established. Unless one 
wants to restrict access to postsecondary education, and I don't 
wish to do so, that could, only be accomplished by a reversal of the 
trend in recent years to substitute grants for loans. 

A major step in that direction is the provision in your bill to 
make the Pell Grant program an entitlement. 

Having said that, I would express some concern about the provi- 
sions if the bill is drafted on grounds that it would reduce the pres- 
ently authorized Pell Grant maximums and would appear still to 
permit the Appropriations Committee to specify lower than the au- 
thorized maximum awards. Also, the bill does not address the seri- 
ous underfunding of campus based assistance. But nonetheless I 
would commend the committee for moving in the right direction in 
terms of a Pell Grant entitlement. 

A further general comment is a personal one; namely, that his- 
torically the parties at risk in the Guaranteed Student Loan Pro* 
gram are the borrowers and the taxpayers. Three other parties, 
lenders, guarantee agencies, and institutions have varying levels of 
participation but little, if any, risk, and in the case of institutions, 
a very small role and responsibility. 

I have found myself in the position of arguing within my own 
constituency that I thought institutions should have a relatively 
greater responsibility, indeed should be put at risk to some degree 
in this program. But I have also felt the same way about guarantee 
agencies and lenders. 

The Belmont report, which I support, and this draft legislation 
introduces new risks and responsibilities for institutions. But I 
^vant simply to note that there is not a comparable level of addi- 
tional risk and responsibility in my judgment for the guarantee 
agencies or the lenders. 

My fourth point is that I would hope that the approach to this 
problem is guided by the principle of concentrating on the problem 
mstitutions, i.e., those with the greatest problems, which are not 
necessarily the ^'nstitutions with the highest default rates or neces- 
sarily with the Highest volume of default costs, rather than impos- 
ing unnecessary and unwarranted additional burdens on the hun- 
dreds and even thousands of institutions with respectable default 
rates. 

In that sense, I am attracted to the approach in Mr. Coleman's 
bill of concentrating default reduction agreements only on those in- 
stitutions with high default rates. We would prefer to combine that 
approach, however, with a provision to trigger default reduction 
agreements for those institutions with the top five percent of de- 
fault rates, as in your bill, Mr. Chairman, rather than an arbitrary 
25 percent default rate. 
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We should remember that some institutions will have very high 
default rates because it is their mission to take in very high pro- 
portigns of high risk students who will be very default prone. 

I would like to comment on several other provisions of the bill as 
elaborated in my written statement. 

First, and here I speak as a representative of the Belmont group 
and for the higher education associations, we strongly object to the 
provision which would mandate a proportional tuition refund 
policy. That is not only an inappropriate and unwarranted intru- 
sion in the administrative operations of colleges and universities, 
which I might say have successfully regulated themselves within 
th^' letter and spirit of the American Council on Education's self- 
regulation guidelines adopted by the Department of Education, but 
such a provision fails to recognize that institutions have fixed as 
well as variable costs which vary according to enrollment and 
would create serious cash flow problems for financially strapped in- 
stitutions. 

I must also report the absence of consensus within the higher 
education community on the 30-day delay in disbursement. The 30 
days would really end up being as much as 60 to 90 days by the 
time the funds were disbursed. This would end up penalizing stu- 
uents wiiO vvOuIu nave to nieet their living expenses during the pre- 
disbursement period and would again pose cash flow problems for 
financially strapped institutions. 

We strongly support strengthening the draft bill to preclude 
lendmg to students without a high school diploma or the equiva- 
lent until they have successfully completed the first term. 

Thank you, Mr. Chairman. 

[The prepared statement of Robert H. Atwell follows:] 
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Mr. Chairaan and Mcobers of the Subconnittee; 

I appreciate the opportunity to coanent on HR A^gR »>hi» 

Student Default initiative Act, feotS. ar^parJicipa^t iA the 

SSirS;^ ?S"^'''''Jf'' Chairnan willians convened in January to 
address the problem, and as a spokesman for the nation's 

reconnendations. Our concerns with the bill primarily focus 
nliii%*;''^"**°^°^* provision which was not a part of the 
Belnnt recommendations, and its omission of several Belmont 
recommendations which we support. several oeimonc 

of n.lMn5?ii°y*I!^ comments identify the provisions which are 
of particular interest to collegiate institutions, suggesting 
some modifications and additions. »w^*^*wating 

Pell Grant Entitlement 

.n^^,.WPE^^"^ °^ to provide an 

entitlement for all students who are aligible for P*n Grants. 
This responds to the principal findina of the ielmont ReSSIt! 
«"f°""''^.""®t increased substantially in any 
"n/5J°^f ^? defaults. An entitlement woGld 

also end the instability and uncertainty which have 
characterized the funding of the program. 

The bill would eliminate the Secretary's authority to 
issue a reduced payment schedule, and require that funds be 
drawn from the next year whenever appropriations are 
insufficient to satisfy all entitlements. We support this 
SiifS'^^i:',*'*'^^^*'^"" the possibility of studenis 

having their Pell Grant eliqibilitv deduced or *if«i?ni!?J" 
hSp^ene'd'in ?he%':??' overestimates program costs, as'Sis 

As drafted, however, we question whether the provision 
would insure increased grant benefits, in our view, the 
aSS5S^'i^^^?!;^^°"^i"!^ specify a lower maximum 

itS discJStiSS^ ^"thorized, or cut awards across the board at 

We are also concerned that the bill would reduce the Pell 
Grant maximums authorized for Academic years 1989-90, 1990-91 
? further erode the value of the award! 

which has fallen over the years from half of total average 
college costs to about one quarter. Another important aspect 
ot the need for more grant assistance— the undcrfunding of 
campus-based assistance— is noL addressed. The SEOG program, 
« S,, ^! critical importance to assure that exceptionally 
needy students have as much grant aid as possible, has 
declined 24 percent in constant dollars since 1980. 
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Tuition Rofund Policy 

We strongly object to the provision which would aandate a 
proportional tuition refund policy. This was not anong the 
Belaont reconaendations. It would provide, for exasple, that 
a student dropping out 90 percent of the way through the 
seaester would receive a 10 percent refund of tuition, ainus 
an adainistrative fee regulated by the Secretary. 

There was a potential problem a decade ago, when 
institutional refund policies varied widely, and federal 
officials asked us to establish coaaunity standards. 
Accordingly, a special couittee of the National Association 
of College and University k'lsiness Officers drafted a 12-point 
set of guidelines calling cor proportional refunds of at least 
2S percent for students withdrawing within the first quarter 
of the acadeaic period, review and approval of policies by 
governing boards, solicitation of consuaer views, and 
aissenination of policies to all students. 

The guidelines were endorsed by the najor higher 
education associations, circulated widely, and eabodied in 
federal regulations in 1979. A saaple survey by nacubo this 
spring indicates general coapliance, with a nuaber of 
institutions reporting proportional refund policies exceeding 
the 25 percent standard. 

Thus, current refund policies in the collegiattr sector 
represent c successful exaaple of conaunity self-regulation. 
Institutions which fail to observe the guidelines are out of 
coapliance with U.S. regulations and subject to action by the 
Departaent. officials tell us there have only been isolated 
instances of this; nor can the Departaent docuaent any prograa 
Abuse m tne coixegiate sector resuicing croa chis policy. 

Lacking any evidence that a problea exists, we aust 
object to federal intervention in the decisions of 
Institutional boards (and in soae cases, state legislatures) 
to reflect the fixed costs of hiring and aaintaining faculty, 
facilities, and equipment for the entire period. He see no 
basis for legislation which would require colleges to treat 
federally-aided and other students differently, or apply a 
federal policy to all students in substitution for the 
policies established by foraal process on each caspus. 

Therefore we would oppose any legislation which contains 
a f ederaliy-aandated refund policy, as setting an unfortunate 
and unwarranted precedent tor breaching the statutory 
prohibition against tederal control ot the internal 
adainistrative policies ct educational institutions. 
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Requirements for Institutions and Borrowers 

The bill would require that loan disbursements for all 
first-time, first-year borrowers be delayed until 30 days 
after enrollment. The Belmont Report recommended a two-week 
delay, and there is no consensus m the community on the 
length of time which would be feasible: AACJC and NAICU 
support such a delay, vhile AASCU, NASULGC, and NAPEO feel 
that this would impose real hardship on many students who do 
not have the resources to meet their living expenses during 
this period. Hany colleges with cash-flow problems would be 
unable to carry these students or advance them funds until 
their loans can be disbursed. One way to resolve this issue 
would be to make delayed disbursement optional. 

There is general concern that this provision would create 
serious administrative problems, since the bank could not 
disburse loan funds until the institution certified student 
status at the end of the 30-day period. This would delay 
receipt of the loan significantly longer than 30 days, and 
possibly as long as 60 to 90 days. 

The bill would amend the Ability-to-Benefit provision, 
requiring both testing and counseling for such students. It 
is not apparent to us that this would have any practical 
effect, and we would propose to go further: we recommend that 
entering students without a high school di ma or th e 
equivalent approved by the state shoula not oe eligiSTe for a 
GSL until they successfully complete their first term (or it s 
equivalent tor proprietary schools). 

We do not believe it is responsible public policy to 
force or allow such students to borrow until they have 
demonstrated their ability t^ do postsecondary work. 
Institutions and states should be able to redistribute their 
grant funds to make sure that these students are not denied 
postsecondary opportunities. 

We support the bill's provisions to limit Pell Grant 
eligibility for students enrolled in less than four-year 
programs, and to require that eligibility for a GSL be 
determined before a student obtains an SLS. 

We also support the provision authorizing institutions to 
cancel or reduce the disbursement of a second GSL installment 
for s**udents who withdraw, or who receive additional aid from 
other sources. However, we recommend that this authority be 
extended to any disbursements, not only the second. 

We support the provision requiring that academic 
transcripts of borrowers who default on any Title IV loan be 
withheld unless the institution determines that special 
circumstances exist. We ask "hat the Department be denied 
authority to expand this authotity by regulation. We also 
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agree that no institution should be certified for Title XV 
eligibility if its accreditation has been withdrawn (or it has 
withdrawn fron accreditation voluntarily while under a 
suspension order) during the prior 24 months. 

We believe that early counseling is important for all 
borrowers, particularly high-risk students. However, the 
requirement that interviews and counseling take place between 
the time of enrollment and loan disbursement would create 
missive problems for larger institutions, nany of which 
^junsel students before their admission to avoid any such 
backlog of activities in the opening weeks. 

We support the concept that institucions should not pay 
commissions for recruiting students, but we object to the 
provision as drafted because it would prevent legitiaate and 
inportant activities carried on voluntarily for many 
institutions by their aluani. 

We recocaend two additional provisions: 

All institutions should develop and review periodically a 
default prevention policy and Plan , which wou>d not be subject 
CO ED regulation. 

Colleges and universities which meet rigorous standards 
for a3ainistrative and financial capacity should be authorized 
to be lenders ot first resort for their own students." 
Legislation to accoDplish this is already before the 
Subcoojaittee (HR 2879). Students, and the system in general, 
would benefit from having multiple sources of loans. 
Financial aid administrators could help students avoid 
unnecessary borrowing by aaking snail loans where 
appropriate-'-whijh banks are unwilling to make — anc thus 
minimize their debt burdens, as well as offering the 
additional convenience of a single source for counseling, 
financial aid packaging, and loan origination. 

Requirements for Lenders 

We support provisions requiring multiple disbursement of 
SLS loans and release of the second GSL disbursenent no 
earlier than half way into the acadeaic year. The provisions 
requiring notification of the borrower and the institution 
when the loan is sold would not be needed .f the Student Loan 
Data Bank is iDplemented. 

Requirements for the Education Department 

We strongly endorse the provisions prohibiting LS&T 
actions based solely on the default r.ice of the institution, 
establishing a set of coamon definitions for defaults, and 
requiring the Department to publish an annual report listing 
annual and cumulative default rates, for all lenders and 
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guaranty agencies as well as institutions. We believe that 
these should include both net and gross rates, before and 
after collections by state agen<*^es. 

We believe that the primary default rate should be an 
annual rate, although the definition of the annual rate in the 
bill is faulty, and should be corrected to divide the total 
azBOunt which enters default in a given year, by the total 
anount in repaynent in that year. The definition in the bill 
would divide the aaount of loans entering default in a given 
year by only loans entering repayaent in that year, which 
could produce a default rate above 100 percent. 

We strongly support the Belaont recoanendation that the 
Education Departaent be required to develop an annual plan for 
conducting prograa reviews, with particular attention to 
institutions having difficulty adamistering the GSL prograa. 
Although an institutions' s investment of tiae and energy in 
these reviews is burdensoae, we understand and welcoae this 
Oversight role of the Departaent, and encourage regular Title 
IV prograa reviews of every institution, lender, and guaranty 
agency. 

instead of an annual plan, the bill includes a rigid 
requireaent that reviews be initiated within 90 days on all 
institutions reported to be in the top 5 percent by default 
rate or dollars in default. We believe an annual plan with 
flexible criteria would be pr'eterabl. . A high default rate or 
a large voluae ot dollars in default should not be the sole 
criterion tor triggering a prograa review. As the Belaont 
report emphasized, default rates tend to be a function of the 
characteristics of institutional enrollaent, and dollars in 
default a function o£ institutional size. 

While we have no objection to authorizing the Secretary 
to contract with state guaranty agencies for appropriate 
training and technical assistance to institutions with high 
default rates, we believe it is iaportant that the language 
sake clear that guaranty agencies aay not perfora services 
which a?e beyond their specific coapetence. 

We are concerned that the detailed specifications for 
prograa reviews extend the Secretary's authority far beyond 
the current eaphasis on coapliance to such activities as a 
general audit of the institution. We strongly object to 
guaranty agencies being given any authority in such areas. 

Finally, we strongly endorse two Belaont recoasendations 
which do not appear in tho bill: 

As part of its planned default reduction activities, the 
Departaent should be required to reestablish substantlaX 
prograas of training tor lenders, guaranty agencies* and 
Institutions, and inforaation disseajnation for students, 
parents, and counselors? 
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The Departnent should be required to develop and 
icplement the National student Loan Data Systea authorized in 
the 1986 HEA Anendments. once its teasibillty has been 
denonstrated, schools^ lenders^ and guaranty agencies should 
be required to use the svstea/ so the states and federal 
governnent will have the data needed to enforce student loan 
liaits and to avoid providing additional aid to defaulters 
Such a data systea should also greatly enhance our inforaa\.xon 
on what types of students borrow. 



We look forward to working with the Subcoaaittee to eract 
default redvction legislation along the lines outlined m our 
testiaony . 
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Mr. WiLUAMs. Mr. Hawk is President of the Higher Education 
Assistance Foundation. Please proceed. 

STATEMENT OF RICHARD HAWK, PRESIDENT, HIGHER 
EDUCATION ASSISTANCE FOUNDATION, WASHINGTON, DC 
Mr. Hawk. Thai:k you, Mr. Chairman. 

I was somewhat surprised by my good friend Bob Atwell's refer- 
ence to lack of risk or sharing of cost on the part of guarantors 
smce I represent one which just suffered a cost of $24 million last 
year and is looking at a cost of $45 million in the current year. 

As 1 indicated in my testimony before this subcommittee on Feb- 
ruary 23, the dilemma which the subcommittee faces is that every 
effort which is introduced in order to provide procedures to help in 
the reduction of defaults ends up being a cost to someone or pro- 
vides a disadvantage for someone. There is always a cost or a disad- 
vantage to the institution, a cost or a disadvantage to the lender, or 
a cost or a disadvantage to the student borrower. 

The reality is, we all know how not to have any defaults: that is 
not to make any loans. We all know how to minimize the default 
rate: that is not to make any loans to people who might have diffi- 
culty m repaying loans. 

The problem is in order to meet the needs of this society and in 
order to provide for the future economic and social advancement of 
this nation, we need to provide access to postsecondary education. 
So ^ye have to be very careful about adopting procedures which will 
dimmish the opportunity for borrowers to have their needs met 
and for mstitutions of postsecondary education to fulfill their re- 
sponsibilities v^dth respect to the educational process. 

Having said that, i\lr. Chairman, I am going to support a number 
of provisions of the subcommittee bill which will in fact create 
some costs and cause some difficulties for various participants in 
this total process because I recognize mth you that unless some- 
thing IS dene you may very well lose the political support which is 
so essential for continuation of this program. 

I do think the subcommittee is to be commended for the serious 
effort which it is devoting to this matter, and I also congratulate 
^^^>r^^ou -^^^^^^ passage by the House of H.R. 4639. 

Mr. Chairman, in terms of specific reactions, and again on bal- 
ance given the dilemma which the subcommittee faces, we would 
hkfc ^he proposal to require multiple disbursement of SLS loans as 
also required by H.R. 4639. We suggest that repayment of SLS 
loans not be initiated until after the last disbursement. 

The proposed requirement for lenders to report delinquent loans 
to credit bureaus at 90 days of delinquency is a useful concept. You 
should know there will be problems, particularly with rolling delin- 
quencies, those loans on which the borrower becomes delinquent, 
makes the payment, and then becomes delinquent again on a re- 
peated basis. 

We like the requirement that the second disbursement of a GSL 
loan be no earlier than one half-way into the academic year. We 
think the release of funds probably should be controlled by the 
school rather than by the lender. 
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The requirement for notifying a borrower of the sale of a loan 30 
days prior to the beginning of a repa)mient period seems sound. 
The sale of loans at the time the borrower enters repa3anent does 
cause some confusion in some instances. We suggest that you might 
also consider prohibiting loan sales immediately prior to and imme- 
diately following the entry into repa3anent. 

The prohibition against disbursing loan proceeds to a first year 
student until after 30 days of classes is good. The potential iDenefit 
in avoiding default losses for borrowers who never really become 
students would seem to outweigh the disadvantages to the institu- 
tions. 

Requiring that eligibility for GSL be determined for a student is 
eligible for SLS as also required by H.R. 4639 is an excellent provi- 
sion which should help to curtail inappropriate uses of SLS. 

The proposal to prevent a lender or guarantee agency from 
avoiding liability by correcting a violation after discovery by the 
Department of Education may be counterproductive, and we 
wonder if the intended benefits will outweigh the unintended nega- 
tive consequences of that particular provision. 

Subjecting individuals and private for-profit organizations that 
contract with institutions to administer student assistance pro- 
grams to the Department's LS&T and civil penalty authority is 
sound. We think that also should be extended to include private 
not for profit organizations. 

Requiring that institutions earn tuition on a proportionate basis 
we tWnk vvUl be useful for preventing some kinds of abuse. 

The prohibition against commission recruiting and admission ac- 
tivities by an eligible institution should be adopted, even though 
some institutions will experience a negative impact as a result of 
that provision. 

Although some technical refining may be desirable, the concepts 
relating to the default reduction agreement a' e useful. We under- 
stand that the opportunity for supplemental insurance premiums 
to be paid by the institution affected by the agreement, as con- 
tained in H.R. 3876, is not presently bemg incorporated into the 
subcommittee bill. We think that provision ought to have some ad- 
ditional con^iideration. 

Mr. Chairman, and members of the committee, with respect to 
the administration's proposal, we support cost sharing but we urge 
great care in considering the administration's proposals for reduc- 
ing the insurance to the lender from 100 percent to 90 percent and 
for reducing reinsurance to the guarantor from 100, 90, and 80, to 
90, 80, and 70 percent. 

Putting more of the cost of default on the lender provides the in- 
centive for the lender to make only "good loans'* in order to keep 
default losses low. If the Congress continues to want federally sub- 
sidized loan assistance to be available for the Lroad spectrum of the 
population, then reducing insurance on loans to lenders would be 
counterproductive. 

A similar problem exists with guarantors. Guarantors absolutely 
should be expected to share in the cost of loan losses. But the cur- 
rent reinsurance provisions of which the administration recommen- 
dation is only a modification causes guarantors which serve low de- 
fault populations not to share ^n the cost of defaults while guaran- 
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tors serving high default populations are subject to an bordinate 
financial burden. The consequence is that the incentive is for the 
guarantor to avoid guaranteeing loans for the more disadvantaged 
populations which exhibit higher default rates and to seek to guar- 
antee loans from those wit. the lower default rates. 

That unintended and undesirable consequence could be eliminat- 
ed with a flat reimbursement rate rather than a declining reim- 
bursement scale. That unfortunate consequence also could be re- 
moved by retaming a declining reimbursement scale but adjusting 
the scale to differentiate between guarantors serving high default 
populations and those serving more profitable loan guarantee port- 
folios. 

Since the current reinsurance arrangements do not take into ac- 
count the differences in portfolio default risk among agencies, the 
Higher Education Assistance Foundation, as you know, just a few 
days ago had to take the regrettable action of eliminating annual 
volume of a billion dollars in high cost loans. HEAF, for the first 
time in its existence, will limit the number of States where it will 
provide the full guarantee services. This means that the HEAF 
guarantee will not be available to appro. .Ima^^ly 400,000 who were 
previously borrowing loans guaranteed by ..le Higher Education 
Assistance Foundation. 

Mr. Chairman, we obviously feel, along with the Federal govern- 
ment, very strongly the cost, the financial burden involved in stu- 
dent loan defaults, and we applaud your actions to address this 
issue in a responsible manner. At the same time, I must say that 
we also fully rogrst the need for us to begin to withdraw from our 
traditional role of assuring access to the most disadvantaged stu- 
dents in the nation, and we would hope in the future we can all 
work together to develop arrangements which permit those total 
needs of the population to be met. 

Thank you. 

[The prepared statement of Richard C. Hawk follows:] 
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Mr. Chairman and Members of the Committee: 

Apoearina before the Subcommittee on Postsecond^r v 
Education alwavs is an honor, and I am pleased to be able to 
have this opportunity as you are bringing vour deliberations on 
matters relating to student loan defaults to a close. 

Let me begin bv commending you on passage bv the House of 
Representatives of H.R. 4639 last week, Bv causing appropriate 
utilization and limiting unc'iesi rabl e use of the Supplemental 
Loans to Students program, that bill will help to contain 
defaults and is an important accomplishment of this 
Subcommittee. The leadership of Chairman Williams and of the 
chief author of the bill. Mr. Coleman, is noteworthv as is the 
suoporting work of Mr. Ford and others on that bill. 

The Subcommittee also is to be commended for its work in 
develooing a SubcoTimi ttee bill addressing student loan 
defaults. Because we have not had sufficient time to studv the 
Subcommittee bill, we can onlv react at this time to concepts 
which are being included. Nonetheless, as we understand the 
bill, it has some useful provisions and will represent an 
imoortant contribution to the continuing improvement of federal 
education loan orograms. 

We are glad to see that several provisions from H.R. 3876 
as introduced bv Mr. Coleman are being incorporated in the 
Subcommittee bill. We had oreviouslv indicated our support for 
much of the substance of H.R. 3B76 and we believe that the 
Subcommittee has been wise in i ncoroorati no provisions from 
that bi 1 1 . 

Reactions to soecific orovisions are: 



We like the prooosal to reouire multiole 
di sbursemc*nx. of SLS loans, as also required bv H.R. 
4639. Ir» orJer to avoid technical difficulties and 
create significant problems for lenders we suggest 
that reoavment of SLS loans not be initiated until 
after the last disbursement. 

The prooosed reouirememc for lenders to reoort 
delinauent loans to credit bureaus at 90 davs of 
delinouencv is a useful concept. However, vou 
Should be aware that this requirement will create 
problems for manv small lenders who do not use a 
servicer. The greatest difficulties will be with 
rolling del i nauenci es--l oans on which the borrower 
becomes delinauent, makes payment, and then becomes 
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delinauent again on a repeated basis. 

(3) On balance, we like the reauirement that the second 
disbursement of a GSL loan be no earlier than ur.p- 
half of the wav into the academic vear but suggest 
that the release of funds to students be under the 
control of schools rather than lenders. 

(4) The reouirement for notifying the borrower of the 
sale of a loan 30 days prior to the beginning of a 
repayment period seems sound. We wonder if this 
requirement is satisfied by the reoayment 
disclosure sent to all borrowers (whether or not 
the loans has been sold) orior to entrv in 
reD-^yment. The sale of loans at the time the 
borrower enters repayment does cause confusion and 
problems in some instances. We suggest you 
consider prohibiting loan sales 45 davs immediately 
prior An6 immediately following the entrV into 
repayment . 

(5) The prohibition against disbursing loan proceeds to 
a first-year student until after 30 days of classes 
IS an excellent proyision. eyen though it creates 
some hardship for institutions v^Mch must wait 30 
days for tuition reyenues. The potential benefit 
in aypiding default losses for borrowers who neyer 
really become students would seem to outweigh the 
disadyantage to the institutions. 

(6) Reouiring that eligibility for GSL be determined 
before a'sxudent is eligible for SLC. as also 
reouired bv H.R. 4639. is an excellent proyision 
which would help to curtail inappropriate use of 
SLS. 

(7) The proposal to preyent a lender pr guarantee 
agency from ayoiding liability by correcting a 
yiolation after discoyery by the Department is 
trpublesome. It weakens the incentiye for lenders 
and Guarantors to correct errors and has the 
pptential of discouraging parti ci pati on i n student 
loans. We wonder if the intended benefits will 
outweigh the unintended negatiye conseouences. 

(8) Subjecting indiyiduals and priyate for-profit 
organizations that contract with institutions to 
administer student assistcnce programs to the 
Deoartment's LSfitT and ciyil penalty authority is 
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sound. We suggest the extension be to private, 
not-f op-opofit as well as to fop-opofit 
opganizati ons. 

(9) In SDite of the difficulties which may be cpcated 
fop some institutions, peauipino that institutions 
eai-n tuition cnlv on a ppopopt i onate basis with an 
initial admi ni stPati ve fee and opooptunity to 
retain lOOV, of tuition once 75'/. of the instpuction 
has been completed is* a desipable provision for 
preventing abuse bv some institutions. 

(10) "ihe prohibition against commission recruiting and 
admission activities bv an eligible institution 
will help to prevent some abuses and should be 
adopted, even though sore institutions will 
experience a negative impact as a result of the 
Provi si on. 

<U> The requirement of common definitions and reporting 
consistencv will fai -iitate better communication 
and understanding among all parties usino 
information on student loans. 

(12) Althouoh some technical refinino may be desirable, 
the concepts relating to the default reduction 
agreement are useful. We understand that the 
ooportunitv for supplemental insurance premium to 
be LMid by the institution affected bv the 
agreement, as contained in H.R. 3876. is not 
presentlv being incorporated into the Subcommittee 
bill. That provision (with some minor 
modifications which we would be willino to discuss 
with interested oarties) could be useful and should 
be reconsidered for inclusion in the Subcommittee 
bill. 



The invitation to present testimonv at this hearino 
included the request for reactions to the Administration's 
recent oroposals. Although we oenerallv favor the concept of 
cost sharing, we uroe the Subcommittee to exercise oreat care 
in considerino the Administration's proposals for reducino the 
insurance to the lender from lOOX to 90'/. and for reducino" 
reinsurance to the Guarantor from 100'/.. 90'/. and 80'/. to 90'/. 80'/. 



The Droblem of putting more of the cost of defaults 
the lender is that the unintentional in:entive is for the 
lender to make onlv "good" loans in order to keep default 
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Ipsses low. That incentive might be perfectly appropriate ii 
the intent of the Congress were for federally subsidized loans 
to be made onlv to students from mPre affluent families with 
superior academic records attending prestigious *nur-year 
institutions. If the Congress continues to want federally 
subsidized loan assistance to be available for a broader 
spectrum of the population, then reducing insurance on loans 
will be counter-prpducti ve. As you know, some lenders *lre«dy 
have withdrawn from making more costly loans even with 100'/. 
insurance. _ ^ 

A similar oroblem exists with guarantors. Guarantors 
absolutely should be expected to share in the cost of loan 
losses, but the current reinsurance formula, o* which the 
Administration recommendation is only a modification, causes 
guarantors which serve low default populationf not to share in 
the cost of defaults, while guarantors serving high diifault 
populations are subject to an inordinate financial bui den. The 
unfortunate and unintended consequence is that the incentive is 
for the Guarantor to serve only those populations which have 
the highest prooensitv for success and to avoid guaranteeing 
loans for the more needv and disadvantaged populations which 
exhibit higher default rates. 

That unintended and undesirable conseouence could be 
eliminated with a flat reimbursement rate, rather than a 
declininp scale. That unfortunate conseouence also could be 
removed bv^ retainino a declinino scale, but adjusting the scale 
to differentiate between Guarantors servino high default 
populations and those with more profitable loan Guarantee 
port f ol I OS. 

Since the current reinsurance arrangements do not take 
into account the differences in portfolio default risk amono 
agencies, the Higher Education Assistance Foundation just a few 
davs ago had to take the regrettable action of eliminating 
annualvolume of a billion dollars in high cost loans. HEAP, 
for the first time in its existence will 1 -nit the number of 
states where it will orovide full guarantee services. This 
means the HEAP ouarantee will not be available to approximately 
400.000 who were previouslv served by HEAP. 

The action was not taken lightly. A billion dollars in 
annual volume eouals more than 40 percent of HEAP'S volume in 
the last year, so the action is a drastic one. Moreover, the 
Foundation was founded and has alwavs been operated on a firm 
commitment to assuring loan access for all st-idents from all 
seoments of the oopulation at srhools of all tvpes throughout 
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the nation. Backing away irom its role as the nation's primary 
assured access Guarantor, as well as the nation's largest 
guarantor. w«s thoroughly distasteful <or those oi us 
associated with the Foundation. 

The hard, cold reality is that the cost to the Foundation 
oi Lorei mbursed defaults has been increasing bo «-apidly, as the 
Foundation has served an increasing number and percentage 
higher-than-average risk students, that failure to act now 
would be irresponsible. Continuing to guarantee such a large 
volume of high default loans would cause disastrous financial 
resul ts. 

The Foundation's total annual guai^antee volume has 
continued to grow steadilv. The S2.7 billion in guarantees 
issued bv the Foundation in Fiscal Year 1987 was 27 oorcent of 
the national volume. The Foundation's volume was 34 oercent 
for the first six months of this vear. The peal difficulty is 
that two-thirds of the Foundation's growing volume is in 
insuring loans for students at 1 ess-than-f our-vear schools, 
which have a hi gher-than-average tendencv to default. 

Although the Foundation's cumulative default rate for 
loans to students at four-vear schools is onlv 12.5 percent, 
the cumulative rate at 1 ess-than-f our-vear schools is 40 
percent. The di soroDorti onate percentage of 1 ess-than-f our- 
vear student loans causes the overall cumulative default rate 
to be 22 percent. 

The Foundation's cumulative default rate simply is not 
feasible under rules which (I) reduce the percentage of default 
reimbursement paid to guarantors which accommodate the costlv 
loans to higher-than-average default populations. (2) reouire 
guarantors serving hi gher-than-average default populations to 
pav double the reinsurance premium paid bv guarantors serving 
low default students, and (3) prevent a guarantor from charging 
o guarantee fee large enough to cover the cost of serving 
hi gher-than-average default populations. 

In tostiffsonv before this Subcommittee on February 3. J 
reminded the Subcommittee of the financial burden being placed 
on the Foundation and indicated that "unless something is done 
about the multiple penalties which deplete the Foundation's 
resources, we mav have to stop guaranteeing loans at least to 
high-risk populations." Unfortunate! v, it now appears that the 
cost of unreimbursed defaults, which was 24 million dollars in 
1987 will approach 45 millf.on dollars this vear. 

Guaranteeing loans for hi gher-than-average default 
populations alwavs has been difficult due to inherentlv greater 
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administrative cottts and the declining de'fault reimbursement 
scale. Tha. di<f<ficultv has been unintentionall v p^acerbated bv 
changes to the orogrom. For example^ adding >^ -^d needs 

test elimincted some low-*default lw^:,z *«ni ch loul d 

have reduced the over-all de-fault ratc^ bv b*» / higher 

risk loans. The reinsurance premium reauir* >ihlch a 

guarantor serving a population with an annu/i 

exceeding <five percent pavs double the rate a?* ot r guarantors 
created a heavv additional oenalty. Enacting a r atively Iom 
statutorv maximum on the ^ee which a guarantor ma« charge <for 
guaranteeing a loan prevented a -fee which is adeauate Vor 
higher-risk loans. In addition, failure of appropriations -for 
grants to keep up wit-h increases in the cost of attending 
postsecondarv education during the 1980's increased the demand 
for loans among lower income students for whom the default rate 
is higher than for upoer income studenti*. 

As indicatc?d in the announcement cf the Foundation's 
change, which is attached, the limit on .«vai 1 abi 1 i t v of HEAF 
guaranteed loans will be orimarily in IB states. Based on 
current oro ject* on'*, we believe this actitn to be sufficient. 
However the Foundation will limit availabilitv further if 
necessarv in order to ornserve its abilitv to honor its present 
and future obligations on loan guarantees. The ^announcement 
describes the new oolicv fullv and also oresents increase in 
the Foundation's guarantee fee schedule. 
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Hlgh«f Education AMl«Unct Fo«nd*tion A mw&ef d 9ie KEAF ©fOup 

l023F/tw«r»Stre««NW 
Wa$^no:oa DC. 20005 

202 289^720 HIGHER EDUCATION ASSISTANCE FOUNDATION 



ANNOUNCEMENT OF POLlCf CHANGES 
EFFECTIVE JULY IS, 1988 



The Higher Education A««istAnce Foundation (HEAF> must 
Implement tno policy changes that affect the loans that it Mill 
guarantee in the future, due to the dramatic increase in loans 
which it guarantees for needy, high risk students and the 
constraints which federa. policy imposes on the ability of 
guarantee agencies to finance the cost of guaranteeing those 
loans. Effective July 15, 1988, HEAP will limit the number of 
states where it serves and raise the fees it charges for loan 
insurance* 

In ^he 11 yearu of its existence, HEAP has fulfilled its 
dedication to assuring the broadest possible access to 
postsecondary education by guaranteeing loans under the 
Stafford or Guaranteed Student Loan Program for all students 
This role has become more difficult as needy students have 
increasingly relied on lo*ns instead of grants, and as 
incremental p-ogram changes adopted by the Congress have 
created unintentional difficulties in insuring high risk loans. 
Nevertheless, by consistently struggling to serve all needy 
students regardless of the types of institutions they have 
chosen to iittend, HEAP has become not only the nation's largest 
guarantor, but also the nation*s primary last resort or assured 
access guarantor. 

As a result of its demonstrated commitment to assuring access 
for all eligible students throughout the nation, HEAP now 
guarantees a large number and disproportionate percentage of 
loans to students from populations which have a higher than 
average tendency to default. A major portion of those needy 
but higher default borrowers are served by local scncols, 
particularly those which offer programs of less than four 
years. Loans to students attending 1 ess-than-f our-year schools 
cons tute two-thirds of HEAP'S volume. 

The default rate on loans which HEAP has guaranteed for 
students attending 1 ess-than-f our-year schools is more than 
three times the rate for students attending four-year schools. 
HEAP'S cumulative default rate for four-year school students is 
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only 12.5 percent, but it i» 40 percent ior «tudent» of le»»- 
th«n-fqu'-ye«r school*. Bec«u»e of thr high percentage of 
loans to students «t le»s-th«n- four-ye«r schools, HSAF'n 
overall cumulative default rate is relatively high — 22 percent. 

Serving a population with a 22 percent cumulative default rate 
would be costly even without additional financ) * penalties. 
The penalties imposed by current provii^ions in legislation 
governing the Stafford Loan Program wake continuing unlimited 
service unbearable. 

A guarantor with an annual default rate exceeding five percent 
is required to pay a reinsurance premium to the United States 
Department of Education at double the rate charged to 
guarantors serving lower default populations. 

An even larger financial penalty is imposed by the formula for 
federol reimbursement of a guarantor for default claims. Under 
that formula, a guarantor serving a student population with an 
annual default rcte of less than five per' nt is Yully 
reimbursed for all claims paid and hav no unreimbursed default 
cost, but A guarantor serving a higher default population can 
suffer prohibitive costs of unreimbursed claims. 

HEAP'S net default cost after reimbursement rose from 56 
million in Fiscal Year 19B6 to s24 mi i on i n Fiscal 19B7 and 
could reach S45 million in Fiscal 19B8. We currently are 
experiencing a cost of about S 1 million per day in default 
expenses, o^ which one-seventh, or about ♦! million per wee<c. 
.s not fi^insured by the federal government. 

If we continue to serve a population which causes us to pay 
these penalties in the future, HEAF will face imminent serious 
financial problems. To avoid those problems and assure that we 
c« ti pay all future claims on defaulted loans^ we must take 
C- v'ective action to limit loans we guarantee for -students from 
ht^her default populations. 

By redefining where HEAF will serve, we are excluding 16 states 
in which HEAF guaranteed more than a billior. dollars in loans 
in the last year, or about 41 percent of HEAF's total volume 
that year. The financial relief comes from the fact that most- 
-93 percent — of that billion dollars was in loans for students 
at 1 ess-than-f our-year schools, and two of every five of those 
students default. 
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E**»ctive with loan p^ri'v^s commvncSng on or *ft»r July 15, 
1988, for loans not Qu«r«nt»ed as oi thr dAte of th*» 
Announcement, the Higher Education A»fti stance Foundation will 
guarantee: 

1. loans irade by eligible lender*, regardless of where the 
lender may be located, for students attending eligible 
schools located anywhere except: 



2. loans made by eligible lenders, regardless of the 
lojation of the lender or the school attended, for 
residents of Kansas. Minnesota, Nebraska, west Virginia, 
Wyoming and the District of Columbia — the states where 
HEAP IS a designated guarantor; 

3. loans made by eligible lenders located in Kansas, 
Minnesota, Nebraska, West Virginia, Wyoming or the 
District of Columbia, regardless of the location of the 
school or the residence of the borrower. 

The following interpretive provisions will be used in applying 
the policy: 

(a> Students attending a branch or campus of a school will be 
considered as attending school in the state where the 
branch or campus is located. 

(b> Because there are no recognized branches of 

correspondence schools, a correspondence school is 
considered to be located in a state not served by KEAF if 

the school's headquarters ->r administrative 
offices are in such a state. 

(c> In view of existing contractual relationships and HEAF's 
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special responsibilities thereunder, H£AF will continue 
to honor its obligations under those contracts ior the 
guarantee oi loans ior the United Sitgro College Fund, the 
Law Plan, the MEDLOANS Program and the MBA Loan Progran. 
It will, however, move to bring its guarantee 
relationships with those programs into conformity with 
the above stated policies. 

In selecting areas to be served at this time, HEAP determined 
that, in addition to those states in which HEAP is a designated 
guarantor, it also would guarantee loans in states where it has 

« special responsibility ior a secondary market or a servicing 
program and in those states where, as oi June X, 1988, 20 
percent or nore oi the HEAP loans in the state were ior 
students attending four-year schools. Regrettably, 18 states 
will no longer be servec^ fully by HEAP. 

As a result of our action, about 400,000 student loans, or Sl.l 
billion in loans, that would have been guaranteed by HEAP must 
now be guaranteed by other organizations. We deeply regret any 
disruption \n service that our action may cause for the 
Students, lenders, or schools who must now turn to other 
guarantee agencies. Limiting our service area was the only 
course of action that was both legally available to the 
Department of Education and sufficient to reduce the volume of 
hig»i risk loans we were adding to our guarantee portfolio. 

We, of course, have been aware of the increasing b'trden of the 
cost associated with service to the toc^t population and hr. *e 
attemOted corrective action for som-if x*:r^. We *iave been 
continuously intensifying our aggressive default prevention 
activities for several years, and two r.easures addressing the 
Problem were announced in the spring of 1987. 

The firvt was a differential fee structure which ' - .> the 
limits of the statutory maximum of three percent) w#. di^signed 
to match revenues with the costs of guaranteeing diffvrent 
t/pes of loans. Although somewhat helpful, the ceilin^i rn the 
fee simply does not provide a wide enough spreacJ in the fee for 
sc^'itantial effects. 

The second was * requirement for a co-signer for students 
attending institutions with a default rate greater thnn 40 
percent. That policy was never implemented, because the 
Department of Education judged it to be in violation of federal 
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policy. 

Oth»r «lt»rn«tiv9ft wer* consid»r»d but r»J»ct»d «s l»Cdlly 
•u»p»ct. Thu», th» only *lt»rnAtiv» i« to li.it th» geographic 
t»rriwCry we s»rv». 

R»gr»ti#bly, in Addition to lieiting our svrvic* «r»«, th» 
••cond *ction wv «lso nu»t t«k» i» to SncrvAS* our rrvenuem by 
r*i»ing our guArAntse fe»m. £ff»ctiv» with loAn periods 
coaaencing on or Mftmr July 15, 19S8 for lo«ns not «lr»«dy 
guAr«nt»»d on the d«t» of thi« announcement, studentm «t four- 
yMr schools must pay « guarantee <fee of one percent. The fee 
for students at all other schools will be three percent. 

The combination of the two actions — lioiting our service Area 
and increasing guarantee fees— will ensure that HEAF's ability 
to pay future default claims will not be jeopardized. Both are 
necessary in view of t»-e substantial financial burden nl*ced on 
HEAP for serving highe> default populations under current 
federal law. 

Lenders who now hold loans HEf " ha guaranteed need not be 
concerned about our ability to honor default cloins. HEAP has 
had the financial strength to absorb past default costs- The 
sufficiency of cur continuing "inancicl strength to honor 
outstanding guarantees is rt^flect«d in total issets of «2Ca 
million and a fund balance of s78 million, which remained Wen 
after the unreimbursed default costs of 198& and 1987. HEAF's 
revenues exceeded expenses by SIO million in Fiscal 1987. The 
actions we are announcing today will assure that the lenders we 
serve in the future are «ble to depend upon our guarantee with 
the same confidence. 
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H>^tt Educitton A»»«Uflce Found«uon A rnertxy o« re McAf- f?ou> 



tt3S^/^^ DC 2CO05 
202 28^720 



HtOHER EDUCATION ASSISTANCE FOUNDATION 

FACT SHEET 
TO ACCOMPANY 
THE ANNOUNCEMENT OF POLICY CHANGES 



1. The Higher Education Assistance Foundation is the 
nation's largest guarantor of federally subsidized loans. 
In Fiscal 1987 HEAF issued guarantees in the ar^gregatc 
amount of s2. 7 billion, representing nearly 23/C of all 
student loan guarantees issueo during that year. 
Accordino to Department of Education data, guarantees 
issued &y HEAF during the ''irst six nonths of Fiscal Year 
1989 rjfpresent ono-th " d of all student loan guarantees 
issued m the nation during that period. 

2. Because of HEAF'a comnitmeRt to p. ov.de loan access for 
ally including higher risk students frcr needy fa« "les, 
HEAF*^ guarantee portfolio includes a vastly 
disDroporti onate number of loanA to students attending 
less than 4-year institutions. About two-thirds of all 
loans guaranteed by HEAF are to students attending 
institutions of less than 4 year 7 , while the typical 
guarantor will have a guarantee portfolio with less than 
2S'A of loans to students attending less than 4-year 
insti tutions. 

3. By definition, the default rate for loans to students 
attsnd.ng less than 4-year institutions will always be 
substantially greater than the default rate for students 
attending 4-year institutions. Less-than-4-year 
institutions enroll a disproportionate number of low- 
income students which causes the rate to be higher for 
these institutions as compared with 4-year institutions. 
HEAF's default rate is 40 percent for institutions of 
less than 4 yifars and 12. S percent for 4-year 

insti tutions. 
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4. In spit* oi the increasing drain o* unr^yimbursad default 
costs, there is every reason to believe that HEAP is 
fully able to cover default clains all loans 
guaranteed. HEAP has achieved totai assets of »204 
million and a fund balance of s7B «illion, even after the 
unreimbursed default costs of ^6 million in 1986 and S24 
Ilo 1?7'J" revenues exceeded expenses by 
slO ffiiUion in Fiscal 1987. The action announced by HEAP 
is a p-eventatxve neasure to curtail the groxth in 
unreimbursed defiult cost and assure that HEAP will have 
the capacity to pay fcr the default claims. 

5. HEAP is experiencing a cost of about %\ million a day in 
default expenses of which one-seventh or about «1 million 
a week is not reinsured by the federal government. These 
unrein^ured default expenses are Leing paid out of funds 
^EAF holds in reserve fcr this purpose. 

6. HEAP wxll continue to experience these costs until 1991 
since the high risk loans it insures each wCek enter 
default 18 to 24 months after origination. 

7. Immediate action was needed because c.f the size of the 
default cost- per neek relative to HEAP'S reserves and 
the k-^henomenal growth m the proportion of high risk 
loans HEAP has ensured this fiscal year (up about 60X 
over last yeart. 

8. HEAP considered a number of other courses of action. 
However, these were either judged by the Department of 
Education as contrary to applicable 1 ans and regulations 
or considered ineffectual in quickly reducing future 
default costs. 

9. Current 1 *„ penalize* guarantee agencies that serve a 
disproportionate share of high risk students by directly 
varying the reinsurance fee charged to agencies with 
their default rate and by reducing the amount of loans 
reinsured as their default rates go up. 

10. HEAP'S action mil likely rtsult in increased costs of 
defaults to the federal government and to other guarantee 
agencies since it shifts default costs to other agencies 
rather than reducing default costv 

Page 2 
June U, 19B8 



ERIC 



281 



278 



Mr. WiLUAMS. Thank you. 

Chancellor Hollander was unable to be with us, but Vice Chan- 
cellor White of the New Jersey Department of Higher Education is 
with us. We look forward to your testimony. 

STATEMENT OF PHILIP WHITE, VICE CHANCELLOR, NEW JERSEY 
DEPARTMENT OF HIGHER EDUCATION, TRENTON, NJ 

Mr. White. Thank you very much, Mr. Chairman, and members 
of the committee. 

I am Philip White. I am Vice Chancellor of Higher Education for 
the State of New Jersey. The chancellor does regret that he was 
unable to be here this morning. 

I think there are three facts about defaulters which the public 
does not understand very well. First, they are poor; second, they 
are not college graduates; and, third, they do repay their loans. 

These basic facts have been demo^istrated in a report that was 
just released by the New Jersey T ^k Force on Default Reduction, 
a joint committee of the New Jersey Department of Higher Educa- 
tion and the New Jersey Association of Student Financial Aid Ad- 
ministrators. The report illustrated that defaults in fact are not a 
problem among traditional four-year college students for whom the 
Guaranteed Student Loan Program was originally intended. 
Indeed, the major of defaulters are low income students. About 
three^uarters of Nc^ Jersey defaulters come from families with 
incomes below $15,000. 

One-half of the New Jersey defaulters last year had never at- 
tended college. Rather, they were trainees in proprietary vocation- 
al schools. 

The typical defaulter is a poor, poorly prepared student who 
drops out of school before completing a program, and therefore, 
cannot get a job which pays enough money to repay the loan. De- 
spite these disadvantages, nowever, we have di?"o/ered that 85 per- 
cent of all defaulters eventually repay their loans partially or fully 
after they go into default. 

The GSL program was intend^ . to be a program for middle 
income college students to piovide them with a choice of institu- 
tions. It still does that and it does it well. Middle income college 
graduates who still qualify loans use the program the way it was 
intended to be used and do not default. 

The default problem was created in part by the Federal govern- 
ment when it was dscided that the Pell Grant program, designed to 
provide access to low and lower middle income students, was be- 
coming too expensive. The result of the attempt to reduce the grow- 
ing funding requirements of the Pell Grant program has been to 
increase the default costs in the GSL program. Forcing low income 
students to borrow in the name of equa] opportunity is poor public 
policy, especially since we insist on punishing them if they fail by 
bringing down the full force of the legal system. 

I think that the keys to the redesign of the GSL program lie in 
the facts already discussed: defaulters are poor, they are not college 
graduates, and they do try to repay their loans. We should recog- 
nize that students want to repay their loans by giving them ade- 
quate time to do so, and we should recognize that job trainees in 
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short-term trade school programs are : ot students in any tradition- 
al sense and should not be included in u "tudent loan program. 

Congress, I think, could easily eliminau .nost of the default prob- 
lem by making two major changes. First, by recognizing that de- 
fault is a condition defined by the Federal government, and the 
definition depends entirely on the choice of time periods— the 
amount of time allowed for grace and the amount of time allowed 
for delmquency. The grace oeriod should be made more flexible, 
recognizing the financial and employment circumstances of individ- 
uals. 

Second, restrict Federal student aid programs only to students 
enrolled in certificate or degree programs of one year or more in 
duration. Trade school trainees in short term vocational programs 
sk)uld be funded through JTPA and similar programs in which the 
effectiveness of the school training progr^jns can be measured and 
participation can be limited to those schools which produce success- 
ful outcomes. 

These two recommendations come directly out of our experience 
with the GS^. program in New Jersey. The details about what New 
Jersey has uone has been included with the report that has been 
submitted vidth the testimony. Toward the Reduction of Student 
Loan Defaults in New Jersey. 

The report shows that both the annual number of defaults and 
the default rates for loans guaranteed by the New Jersey State 
agency have been dropping for several years. We have attributed 
the reduction in New Jersey defaults to two initiative. . x^'irst, our 
funding of default prevention programs at Naw Jersey schools be- 
tween 1983 and 1987, and the i.iitiation in 1986 of a program of 
compliance audits of the GSL administration at 30 New Jersey 
schools with unusually high default rates. That is, that New Jersey 
implemented the major elements of Secretary Bennett's default re- 
duction proposals for schools several years ago, and it appears to 
have had considerable success in that implementation. 

Both of these initiatives— default prevention activities at schools 
and systematic program review audits— should be pursued nation- 
ally and will produce some beneficial results. But I want to stress 
that the impact of these approaches will be limited and that nei- 
ther IS sufficient to bring about the major reductions in defaults 
necessary to restore the integrity of the GSL pro^jram. 

As I intimated, increases and decreases in default rates really 
depend primarily on hov^ much time we allow students to repay. 
Our report has shown that after the grace period was cut from 
nine months to six months in 1981, default rates increased in all 
sectors of higher education, among proprietaries, among the inde- 
pendents, county colleges, public four year colleges, and the State 
university. When, on the other hand, the delinquency period was 
extended from four months to six months in 1986, the default rates 
started to fall 

When Federal regulations advanced the time for repayment by 
three months, default rates rose; when they stretched out time to 
avoid default, the rates fell. If you want to cut default rates, you 
must give borrowers more time to get on their feet, especially those 
disadvantaged students and job trainees who ha failed to com- 
plete their programs, 
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New Jersey's school audit program began in early 1980 and is of 
special interest because it is essentially the same as the proposal 
announced by Secretary Bennett in November. The guarantee 
agency in New Jersey was among the first agencies in the nation 
to measure the default rates of annual cohorts of students entering 
the repayment period. 

The rates calculated at that time d\d not yet show any reduction 
in defaults at the colleges, but they did show that the default rates 
and absolute numbex of defaulters at certain proprietary schools 
was increasing rapidly. 

Thirty schools that had default rates over 20 percent for the 
19834984 cohort were notified about our concern and most of them 
were visited for a preliminary program review. Twenty-seven of 
these 30 schools were proprietary trade schools. The reviews of 
these 27 trade schools revealed some remarkable patterns: an over- 
reliance on student loan funds for cash flow, with 50 to 90 percent 
of all students borrowing; very high withdrawal rates, often over 50 
percent; large proportions of students admitted without high school 
diplomas and no requirement that the basic skills necessary to 
complete the course uf studies be learned; and, sometimes, adminis- 
trative deficiencies m refund practices, timely notification of en- 
rollment status to leraers, and documentation. 

As a result of this. New Jersey adopted a Compliance Plan In 
September 1986 which set forth five basic criteria for evaluating a 
GSL program. Audits were carried out by our Management Compli- 
ance Unit. Sixteen audit reviews have been completed, resulting in 
eight suspensions or limitations from the New Jersey GSL pro- 
gram. 

Unfortunately, the reaction to our action by the U.S. Depart- 
ment of Education and the trade schools chosen for audits was a 
big disappointment to us. 

The Department of Education refused to require other guarantee 
agencies to recognize the New Jersey suspensions and limitations. 
As you know, national guarantors have been increasing their activ- 
ity rapidly in the last few years and now guarantee over one-third 
of all student loans. Since the Department of Education will not en- 
force New Jersey's sanctions for other guarantors, all but four of 
the 27 trade schools with the highest default rates in the State 
have transferred all of their student loan activity from the New 
Jersey agency to national guarantors. Our loan volume from these 
schools obviously has dropped dramatically by 90 percent. We have 
accomplished our goal as a State for default reduction, but of 
course the Federal government has gained nothing by allowing the 
problem merely to be transferred from one State guarantee agency 
to a national guarantor. 

A program of systematic audits of the GSL administrative prac- 
tices of schools with high default rates is a good idea I think if the 
criteria used a' e fair and the sanctions are actually enforced. But 
program audits are labor int*5nsive and time consuming. An unfa- 
vorable audit of a single school can result in hundreds of hours of 
negotiations, appeals, litigation ana hearings. I don't think that the 
U.S. Department of Education has the manpower or the resources 
to carrj' out Secretary Bennett's proposal, and I think that the 
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Program of schools with high default rates are necp««arv K„f 
oLup precenoing that trade school job training programs nan ha 
sSnUo^r^^ '^^'^^ throOTrSrrts'an'd 

gr^faSlatfe'^tlfp^f ^'^^"^ government that the pro- 

S reJLlatef thS,th^ student assistance programs and fundej 
^^Se^'JuSS^r^ct^^'^'' '"'^^ '^^^^^ bene: 

fro^^^o^a^^^^^^ 

W~1^^^^^^^ 

welo'ntLTe"toTr?'?^.°^^r'^"^ accreditation has failed, and 
stnHpnfc f u IJ^ P^**^b ^ -nworkable system. FinaAcinc 
mn?f.^ J°'' '^°'^^^'^'° ^'^^"^"g programs that are inadeqS? 

In wf'^ exploitation of the students Sd of 
ny a of ^ '"b'"^^*^^ ^^h the written te timo: 

[The prepared statement of T. Edward Hollander follows:] 
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Chancellor oZ Higher Education in New Jersey 
on 

iinderfltandinq ?^^^i^*>"^ r^an Defaults 
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The Default Problem 



There are three basic facts about defaulters which the 
public does not understand well: 

- They are poor 

- They are not college graduates 

- They repay their loans 

These basic facts are illustrated in Figure 1 which shows 
the following: 

Defaults are not a problem among the traditional four-year 
college students for whom the Guaranteed Student Loan 
program was o&xginally intended. 

The majority of defaulters are lowincome students. About 
three-giiarters of New Jersey defaulters come from families 
with j'lcomes under $15,000. 

one-half of the Hew Jersey defaulters last year had never 
attended a college. They were trainees in proprietary 
vocational schools. 

The typical de^ aulter is a poor, poorly prepared student 
who drops out of school before completing a program, and 
therefore, cannot get a job which pays enough to repay the 
loan. 

Despite these disadvantages, 85% of al^ defaulters eventu- 
ally repay their loans partially or fully after default. 



Poor students are high risk students. Low income is 
closely correlated with poor schoc^-ing, weak academic prepara- 
tion, and a high risk of failure. 

Successful students - the > who complete college programs - 
rarely default on their loans. Unsuccessful vocational school 
trainees and unsuccessful college students represent the bulk of 
the default costs. 

The Federal Government has created the problem 

The GSL program was intended to be a program for 
middle-income college students - to provide them with a "choice** 
of institutions. It still does that and does it well: middle 
income college graduates who still qualify for loans use the 
program the way it was intended to be used and do not default. 
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The default problem was created by the federal gov^trnment 
when It was decided that the Pell Grant program, designed to 
provide ** access" to low and lower-middle income students, was 
becoming too expensive. The result of the attempt to reduce the 
growing funding requirements of the Pell Grant program has been 
to increase the default costs in the GSL program. Forcing low 
income students to borrow in the name of equal opportunity is 
poor public policy, especially since we insist on punishing them 
if they fail by bringing down the full force of the legcl 
system. 

The keys to the redesign of the GSL program lie in the 
facts already discussed: defaulters are poor, they are not 
college graduates, and they try to repay their loans. We should 
recognize that students want to repay their loans by giving them 
adequate time to do so, and we should recognize that job train* 
ees in short-term trade school programs are not "students** in 
any traditional sense and should not be included in a student 
loan program. 
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The Basic Solutions 

Congress could easily eliminate most of the default problem 
by making two major changes; 

- Recognize that default is a condition defined by the 
federal government, and the definition depends entirely on 
the choice of time periods - the amount of time allowed for 
"grace" and the amount of time allowed for delincjuency. 
The "grace" period should be made more flexible, recog- 
nizing the financial and employment circumstances? of 
individuals. A specific description of this process ap- 
pears as Appendix A to this testimony. 

- Restrict federal student aid programs :>nly to students 
enrolled in certificate or degree programs of one year or 
more in duration. Trade school trainees in short-term 
vocational programs should be funded through the Job Train- 
ing Partnership Act and similar programs in which ths 
effectiveness of the school training proyrams can be 
measured and participation can be limited to those schools 
which produce successful outcomes. 
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The New Jersey Experience 

These two recommendations come directly out of our experi- 
ence with the GSL program in ' ew Jersey. The details about what 
New Jersey has already done to reduce aefaults may be found in 
the report Toward the Reduction of Student Loan D^^faults in New 
Jersey which has been distributed with my testinony. The report 
shows that both the annual number oi. defaults and the default 
rates for loans guaranteed by the New Jersey state agency have 
been dropping for several years. We have attributed the reduc- 
tion in New Jersey defaults to two initiatives: our funding of 
default prevention programs at New Jersey schools between 
1983-87 and the initiation in 1986 of a program of compliance 
audits of the GSL administration at thirty New Jersey school 
with unusually high default rates. That is. New Jersey imple- 
mented the major elements of Secretary Bennett's default reduc* 
tion proposals for schools several years ago and appears to have 
had considerable success. 

Both of these initiatives - default prevention activities 
at schools and systematic program review audits - should be 
pursued nationally and will produce some beneficial results. 
What needs to be stressed, however, is that the impact of these 
approaches will be limited and that neither is sufficient to 
bring abcuc the major reductions in defaults necessary to 
restore the integrity of the GSL program. 

How the Federal Regulations Control Default Rates 

Increases and decreases in defau*.t rates depend primarily 
on how much time we allow students to repay. Tha Default Task 
Force Reoprt rhows that after the "grace" period was cut from 
nin? months to six months in 1981, default rates increased in 
all sectors. When, on the other hand, the delinquency period 
was extended from four months to six months in 1986, the default 
rates started to fall. (See Appendix A) 

When federal regulations advanced the time for repayment by 
three months, cefault rates rose; when they stretched out the 
time to avoid default, the rate^i- fell. If you want to cut 
default rates, you must give borrowers more time to get on their 
feet - especially those disadvantaged students and job trainees 
who have failed to complete their programs. 

New Jersey's GSL School Audit Program 

New Jersey's school audit program began in early 1980 and 
is of special interest because it is essentially the same as the 
proposal announced by Secretary Bennett in November. New Jersey 
was one of the first agencies to measure the default rates of 
annual cohorts of students entering the repayment period. The 
rates calculated at that time did not yet show any reduction in 
defaults at the colleges, but they did show that the default 



-5- 




287 



rates and absolute number of defaulters at certain proprietary 
schools was increasing rapidly. 

Thirty schools with default rates over 20 percent for the 
1983-84 cohort (using a measure somewhat different from the 
proposed federal one) were notified of our concern and most of 
them were visited for a preliminary program review. Twen- 
ty-seven of these were proprietary trade schools. The reviews 
of these 27 trade schools revealed some remarkable patterns: an 
overreliance on student loan funds for cash flow, with 50% to 
90% of all students borrowing; very high withdrawal rates, often 
over 50%; large proportions of students admitted without high 
school diplomas and no requirement that the basic skills neces- 
sary to complete the course of studies be learned; and, some- 
times, administrative deficiencies in refund practices, timely 
notification of enrollment status to lenders, and documentation. 

As a result. New Jersey adopted a Compliance Plan in 
September 1986, which set forth five basic criteria for evaluat- 
ing a GSL program and imposing various sanctions. (This Plan is 
available in the appendix of the report.) Audits were carried 
out by our Management Compliance Unit. Sixteen audit reviews 
have been completed, resulting in eight suspensions or limita- 
tions from the New Jersey GSL program. 

The reaction to our disciplinary action by the US Depart- 
ment of Education and the trade schools chosen for audit was a 
great disappointment. The Department of Education refused to 
require other guarantee agencies to recognize the New Jersey 
suspensions and limitations. As you know, national guarantors 
have been increasing their activity rapidxy in the last few 
years and now guarantee over one-third of all student loans. 
Since the Department of EducaT:ion will not enf ore - New Jersey" s 
sanctions for other guarantors, all but four of the 27 trade 
schools with the highest default rates in the state have trans- 
ferred ?ai o*" their student loan activity from the New Jersey 
agency to national guarantors. Our loan volume from these 
schools has dropped 90%. We have accomplished our goal of 
default reduction - but of course the federal government has 
gained nothing by allowing the problem merely to be transferred 
from one state guarantee agency to a national guarantor. 

Audits do not Address the Central Issues 

A program of systematic audits of the GSL administrative 
practices of schools with high default rates is a good idea if 
the criteria used are fair and the sanctions are enforced. 

Program audits are labor-intensive and time-consuming. An 
unfavorable audit of a single school can result in hundreds of 
hours of negotiations, hearings, appeals and litigation. I do 
not believe that the US Department of Education has the manpower 
or the resources to carry out the Bennett proposal. The program 
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review process is a task that should be carried out by the state 
agencies, with the full support of the federal government. 

Program reviews of schools with high default rates are 
necessary, but not sufficient to address the central problem: we 
should stop pretending that trade school job training programs 
can be financed indirectly like higher education through Pell 
Grants and student loans. The poor and disadvantaged in our 
society who chose job training programs as a way of advancement 
should have that training paid in part or in whole through 
programs similar to the Job Training Partnership Act. They also 
deserve a guarantee from the government that the programs avail- 
able to them have been approved and offer a reasonable chance of 
success. That is why trade school programs should be removed 
from the federal student assistance programs and funded - and 
regulated - through a separate program whose costs and benefits 
can be measured directly. 

The only other way to protect poor disadvantaged young 
people from the allure of a "quick-fix" short-term trade school 
program financed by student loans is to restrict their access to 
programs from which they are unlikely to be able to benefit. 
The present system of licensing and accreditation has failed and 
we continue to try to patch up an unworkable system. Financing 
students for short-term training programs that are inadequately 
monitored causes the exploitation of the students and Title IV. 

I attach comments on the specific proposals that have been 
suggested by your staff (Appendix B) . 

Thank you. 
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Figure 1 



DEFAULTERS ABE NOT COLLEeE BRAOUATES 
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Figure 1 



DEFAULTERS PAY BACK THEIR LOANS 



Rtpaynent Ten Ysari After Default 
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Appendix A 

How the Federal Regulations Control Default Rates 

Between 1983 and 1987 the New Jersey guaranty agency funded 
the establishment of default prevention programs at all New 
Jersey schools. In order to measure the effectiveness of these 
programs on recent borrowers, we calculated student cohort 
default rates ^ similar to, but more precise than those recently 
published by the Department of Education. These default rates 
increased in all sectors for borrowers leaving school between 
1981 and 1984; they have been declining in all sectors for 
borrowers leaving school since 1984. For a while we believed 
that we were measuring a real change in borrower behavior 
resulting from the default prevention programs at our schools. 
In retrospect, it appears that we were really measuring the 
effect of changes in GSL regulations. Why did default rates 
increase among borrowers who left school after 1981? Because in 
October 1981 the "grace" period was cut from 9 months to 6 
months, so that borrowers - especially those who had failed to 
complete their programs • had even less time to find a job and 
become able to start repayment. Why did default rates start to 
decrease among borrowers who left school after 1984? Because 
federal regulations extended the length of the delinquency 
period which determines a default from 120 to 180 days, so that 
students had more time to avoid default. Students use the 
additional time to find jobs. 

There are a variety of options available to reduce 
defaults by extending the time needed by many borrowers to start 
repayment such as reestablishing the 9 month "grace" period and 
granting automatic deferments to delinquent borrowers with low 
family incomes. We cannot reduce defaults by coming down even 
harder on a population of unsuccessful job trainees and college 
drop-outs, nor should we expect the schools to have much success 
through loan counseling programs for graduates when the problem 
population is those who never graduate at all. 
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Appendix B 

Conanents on I ogram Management Initiatives 
Lenders 

Agree 

^' w "P"^ delinquent loans tc credit bureaus 

m^»n?„ }^f,°£ d«li"1"ency. Notify students that the delin- 
quency „iii be reported. Studento would retain Fair credit 
Reporting Act Rights to correct incorrect information and 
such correction shall be cured by lender to credit bureaus 

ni.^H^^r* inconsistent with our finding that poor 

students need more time to repay, not stricter penalties^ 

^' e!i^Jb!e G^SL^li^nfT disbursement of 

eligible GSL loans no earlier than 1/2 of the wav into the 
academic year and in accordance with a schedule provided ^1 
the lender by the educational institution. P"viaea to 

Agree 

4. Require the lender or holder of the loan to notifv hho 
borrower and the institution of higher education at which 
Of t^r^rn%n'."""""Vy l^^t) enrolled of the saJe 

pfri^d Zl 17^,^''^°,'' ^° beginning of the repayment 
" notification shall include the phone number 
and address of the holder through which the borrower can 
obtain information regarding loan repayment """^"^""^r can 



Agree 
Borrowers 



Lenders may not release the loan of a first year student who 
30 "6iJ^''l^^'lL^:^^^^ untH that individual hafcomp^e^ed 
f«f f classes. The institution may disburse up to 60 

durJnf thl^^n^'f to such studen? 

during this period for non-tuition and fee expenses. 



Good 



2. 



Require that a student's eligibility for a GSL be determined 
before such student is eligible for a SLS. aecermined 



Good 



Ben^flM "° ?^^t^iV °^ th« "EA. (Ability of 

whS ire' — counseling for students 

Who are admitted to a program under provision contained in 
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this section. Require the institution to certify with the 
Department their Ability to Benefit procedures. Require 
institutional recordkeeping of such procedures. 

Excellent, except that the guarantee agency should be 
required to review and certify the adequacy of the /Ability 
to Benefit procedures and advise the Department of its 
findings. 

4. Limit a student' s Pell eligibility such that for students 
enrolled in less than four year programs, eligibility is 
limited to the length of the program plus one year. 

Disagree. Community college students in Educational Oppor- 
tunity Programs often need two full years of remedial 
courses before they can qualify to enter the regular pro- 
gram. Certain categories of disadvantaged otudento should 
be allowed two years of Pell Grants in schools that teat for 
skills deficiencies and require remediation. 

Department of Education 

1. Modify the Act's Limitation, Suspension and Termination 
(LS&T) provision to include the following: 

a. Prohibit any LS&T actions that are based solely on the 
default rate of the institution. 

b. Require the Secretary or state guarantee agencies to 
develop standards for the review of institutions that 
Hhall consider: institutional practices to prevent 
defaults, the nature of the student body population 
"such as the socio-economic status of the student," the 
general administration of programs authorized under 
this part, the tuition refund practices of the institu- 
tional practices, and the economic and employment 
condition of the geographic area served by the institu- 
tion. 

Add: The Secretary chall delegate to guarantee agencies 
whose annual default claim rates are below 5% the function 
of performing the program review audits and recommending 
LS&T action. 

2. Allow the Secretary to impose fines on lenders and education 
institutions for willful errors in administering federal 
student assistance programs. Eliminate 432(g) (2,3 , 4, ) Add 
432(g)(l)(c)--Has repeatedly engaged in the violation of the 
provisions in this part. 

Agree 
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3. Prevent a lender or a guarantee agency from avoiding liabil- 
ity by correcting a violation after discovery by the Depart- 
ment. 

Dioagrco. This lo too broad a statement. The purpose of 
audita should be to bring about administrative improvements, 
not punish errors in the past. 

4. Require the Department to expend no loss than $25 million of 
GSL collections on Default Reduction Activitieu, 

Agree 

5. Extend the Department's LS&T and civil penalty authority to 
include individuals, or private for-profit organizations 
that contract with institutions to administer any aspect of 
the student assistance programs. 

Agree 

Institutions 

1. Require that each institution conduct an entrance interview 
for all first time, first year borrowers before the first 
check is disbursed. Require institutions to counsel stu- 
dents at the time of borrowing regarding loan terms and 
conditionff, and the consequences of default. Counsel 
students in this interview that loans are to be used only as 
a last resort to financing their education. 

Agree 

2. Authorize institutions to withhold academic transcripts of 
borrowers who default on any Title IV loan. Allow institu- 
tionn to waivo thi« provision In the event that withholding 
a borrower's transcript would prevent the borrower from 
repaying the loan or in other extraordinary circumstances. 

Disagree. This is too heavy handed. Prevents students who 
have dropped out from going back to school. Continues to 
penalize students who are in regular repayment to the 
guarantee agency. 

3. Allow institutions to cancel or reduce the disbursement of 
the second installment of a GSL for students who receive 
additional financial aid from other sources. Such funds 
shall be credited to the student's loan principle in the 
form of a prepayment. 

Agree 

4. Require that no institution be certified or recertified for 
program eligibility in Title IV of the Higher Education Act 
if such institution has had its accreditation withdrawn, 
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revoked, or otherwise termir ted for cause during the prior 
24 montho; or has withdrawn from accreditation voluntarily 
while under a show cause or suspension order during the 
prior 24 months. 

Agree. Add: or has been suspended from state programs. 

5. Mandate a tuition refund policy to require that institutions 
-earn'' tuition no fast<»r than wl at would be earned on a 
proportionate basis. Institutions would bo permitted to 
collect an initial administrative fee and would be permitted 
to keep 100% of tuition and fees once 75% of the course has 
been completed. 

Agree 

6. Ban all commissioned recruiting and admission activities by 
an eligible institution. Provide a phase in period to 
protect existing contract lal relationships. 

Good 

Default Definiti on 

1. Establish a set of common definitions for defining defaults 
and require that the definition be used by the Department of 
Education and participant? in the program for all calcula- 
tions and actions. S*ich definitions should cover gross and 
net calculations for both annual and cumulative default 
rates. Require that any presentation by the Department of 
Education of default rates or costs, particularly comparing 
different yt^ar data, use these consistent definitions and 
calculations. 

Agree that uniform measures should be developed, but cumula- 
tive rates should not bo used at all; they are too dependent 
on fluctuations in prior year loan volume. 

The student cohort rates proposed by the Dep-xtaent provide 
the only reliable measure o£ cur rent changes in student 
behavior and the effects of these initiatives. 

Default Reduction Agreement 

1. Default Data: 

The Secretary shall develop and publish an annual default 
report to the Congress br jlnning on September 30, 1988, 
which shall include: 

i) tt.e non-cumulative, gross d6j.JLUlt rate fo all institu- 
tions participating in the student loan program. 
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ii) shall iict the non-cumulative, gross default dollars in 
default for all institutions participating in the student 
loan programs. 

It is not clear what is meant by a "non-cuiaulative, gross 
default rate." 

The appropriate rates would be: 

a) annual dollar rate 

b) student cohort rate 

Trigger: 

Within 90 day? of the publication of this report, the 
Secretary or the guarantee agency as designated by the 
Secretary, shall initiate program reviews at institutions 
who fall into the top five percentage of: 

i) all institutional non-cumulative gross default rates; or 

ii) all institutional non-cumulative gross dollars in 
default. 

Disagree. Institutions with very small numbers of defaults 
should be excluded. Criteria shou'id include only those 
schools where ever 10% of the enrollment receive GSL and 
more than 10 annual defaults. 

Program Review: 

A program review shall include, but not be limited to the 
following considerations: 

: the administrative practices of the institution with 
regard to Title IV programs; 

: a general audit of the institutions fiscal practices and 
recordkeeping; 

: the composition of the student population served by the 
institution; 

: the recruiting and admissions, advertising, and marketing 
policies of the institution 

: the administration of the "ability to benefit" provisions 
of the statute; 

t the number of students who have left the institution 
other than after graduation, including leave of absence, and 
academic suspension; 

: program completion and participation rates; 
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: the financial aid counseling policies and practices of 
the institution; 

: other areas of institutional activities that relate to 
the reduction of defaults; 

Agree, except that all of this should be delegated to 
appropriate guarantee agencies. 

Determination of the default reduction agreement: 

The Secretary or the designated state guarantee agency 
shall, within 30 days of the completion of the program 
review as outlined above, enter into a negotiated default 
reduction agreement with the institution reviewed based on 
the findings of the review. 

In the event that, in the judgement of the Secretary, the 
institution's default rate would not be reduced through the 
implementation of a default reduction agreement, the Secre- 
tary may waive the requirement of a default reduction 
agreement. 

Agree, except that all of this should be delegated to 
appropriate guarantee agencies. 

Conditions of the default reduction agreement: 

Such an agreement shall reflect both the institution's and 
the reviewer's recommendations on specific actions to be 
taken by the institution and the institution's primary 
guarantor that shall lead to the reduction of the institu- 
tion's default rate and/or the reduction of the number of 
dollars in default. S\ i an agreement should reflect the 
characteristics of the institution and may include, but is 
not limited to: 

: additional training in the administration of the Title IV 
programs; 

: access to technical assistance in the operation of the 
Title IV programs; such technical assistance shall be 
provided by either the Department of Education or the State 
Guaranty Agency; 

: required entrance and exit interviews; 

: requirements that the institution establish contact with 
the student during the grace period; 

: requirement that the institution or the guarantor collect 
additional information from the borrower; 



299 



L^f®^^,?^^.^^ reporting on the status of students receiving 
Title IV aid at the institution. 

A default reduction agreement shall last no longer than 
three years, and shall provide for a minimum of one program 
review either by the Department of Education or by the state 
designated guarantee agency during the duration of the 
agreement. If, during the institution's interim program 
r-^view or reviews it is determined that the institution no 
longer falls into the trigger category, the default reduc- 
tion agreement shall be considered null and void. 

For the Purposes of identifying institutions required to 
participate in a default reduction agreement, such institu- 
tions who are currently engaged in a default reduction 
agreement shall not be considered in the calculation of the 
top five percent of institutional default rates (as defined 
above) or in the calculation of the top five percent of 
institutions with dollars in default. 

In the event that the Secretary designates a state guarantee 
agency to carry out the provisions of this section, the 
Secretary shall contract with the guarantee agency to carry 
out these services and shall agree to pay the agency to 
provide these services. 

Agree, except that all of this should be delegated to 
appropriate guarantee agencies. 

Completion of the defaul- reduction agreement: 

Upon the completion of the default reduction agreement, the 
guarantee agency shall assess the institution's compliance 
with the default reduction agreement. 

In the event that the institution has fully complied with 
the agreement and remains in the top five percent in either 
net default rates or net dollars in default, the Guaranty 
Agency shall exempt the institution from the requirement 
that all such institutions must enter into DRA agreements 
for a period not to exceed three years. 

The Secretary shall initiate LS&T an institution's eligibil- 
ity to participate in the Title IV programs if the institu- 
tion fails to enter into a default reduction agreement, or 
fail to substantially comply with such agreement. 

Agree, except that all of this should be delegated to 
appropriate guarantee agencies. 
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Mr. Williams. Thank you. 

Ms. Kennedy is the Assistant Vice President of Citizens Bank in 
Providence, Rhode Island. We would be pleased now to hear from 
you, Ms. Kennedy. 

STATEMENT OF KATHLEEN KENNEDY, ASSISTANT VICE 
PRESIDENT, CITIZENS BANK, PROVIDENCE: RI 

Ms. Kennedy. Thank you and good morning. 

Mr. C*; i.^nan, members of the Subcommittee cn Postsecondary 
Education, I am Kathleen Kennedy, an Assistant Vice President 
with Citizens Bank in Providence, Rhode Island. I appreciate the 
opportunity to testify before the subcommittee today on your ideas 
for default reduction legislation. 

I would like to comment on several of the individual amend- 
ments included in your proposals. Before I address the aspects of 
the bill, however, I would like to comment that while I believe all 
program participants share your goal for reducing GSL defaults, 
the range of possible success may be limited. The primary cause of 
GSL defaults, as documented by the Belmont Task Force, is bor- 
rower inability to pay as a result of the economic circumstances. 

For borrowers facing economic problems, no amount of addition- 
al counseling on the part of the school, the lender, or the guarantor 
or the performance of additional due diligence on the part of the 
lender or guarantor will result in an additional reduction in de- 
faults. 

As you know, Mr. Chairman, a certain level of default is inher- 
ent in the Guaranteed Student Loan Program and may be consid- 
ered to be a structural default rate. If, through this legislation, the 
Congress creates the impression that a significant drop in defaults 
will result, the Congress will be doing the program a disservice. 

In your letter of invitation, you asked that I address specific pro- 
visions of your bill. I would like to comment on eight of the propos- 
als. 

First, I would like to address additional credit bureau reporting 
at 90 days of delinquency. At Citizens Bank we are already report- 
ing all interim and repayment student loans to three major credit 
bureaus. All of our student loans are reported to the credit bureau 
beginning with the first month in which the loan is made. 

Reporting delinquencies at 90 days would discourage lenders 
from making additional sources of credit available to delinquent 
GSL borrowers in the form of credit cards or automobile loans and 
thus discourage such borrowers from taking on additional debt that 
could undermine their ability to repay their student loans. I sup- 
port this proposal. 

The second item I would like to comment on is the notification of 
loan sales to educational institutions. I believe the new require- 
ment is not needed and will not impact default reduction. Few, if 
any, students will contact the educational institution for informa- 
tion regarding their defaulted loan. 

The requirement also represents a new uncompensated adminis- 
trative requirement for schools. 

As a third issue, your bill would increase Department of Educa- 
tion resources for program administration. The authority of the De- 
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partment of Education to police the GSL program is largely a func- 
tion of the adequacy of the audit and program review personnel at 
the Department. Frequent program reviews help lenders identify 
and correct problems early. For some lenders, program reviews 
have been relatively infrequent. Your earmarking of between $20 
and $25 million for default reduction activities will help address 
this problem. 

Fourth, the l^slation includes restrictions on certification of eli- 
gibility for Title IV programs based on accreditation process. The 
quality of education services provided directly and dramatically im- 
pacts the likelihood of borrowers from a particular institution de- 
faulting on their student loans. 

The proposed new restrictions on certification of eligibility will 
result m the elimination of irresponsible institutions from the pro- 
gram. This provision should be included in the final legislation. 

The bill requires that institutions conduct an entrance interview 
for first year borrowers before the first GSL check is disbursed. Lo- 
gistically implementation of this proposal will be an impossibility 
for many schools. For larger schools, the disbursement of checks 
will be delayed and the orientation of students into the academic 
environment will be disrupted. I recommend that this provision not 
be included in your bill. 

The sixth element I would like to discuss is the establishment of 
a definition for "default". I commend this recommendation. The in- 
clusion of a definition in the statute will prevent the periodic ma- 
nipulation of default statistics for political purposes. 

In reviewing the proposed definition of default in your bill, I am 
concerned that defaults at many schools will appear much higher 
than they actually are. Your definition considers all claims on de- 
faulters' loans, regardless of the year during which the loan en- 
tered repayment. For the denominator of this calculation, however, 
only those loans outstanding that entered reDa37nent in the par- 
ticular year are considered. The definition should be changed to re- 
flect claims only on loans that entered repayment during the fiscal 
year. 

Please also note that default occurs at 180 days of delinquency. 
For this reason, the total dollars in default will not be known until 
Claims are actually paid. The definition should count claims rather 
than defaults. 

Your legislation should also be modified to include not only a 
definition for the purpose of identifying schools to be possibly sub- 
ject to default reduction agreements, but also standard definitions 
of default as currently used by the Department. These definitions 
are used to show the annual and cumulative net and gross default 
rates for the program. 

Another item in your bill proposes the withholding of academic 
transcripts. This provision will enhance the ability of the educa- 
tional institutions to encourage student loan repayment and will 
result m a reduction of the default rate on loans. I commend the 
inclusion of waiver authority for the educational institution for cir- 
cumstances where the withholding of academic transcripts will pre- 
vent the borrower from repaying the loan. 

Finally, the bill proposes the concept of default reduction agree- 
ments. I support the provision for default reduction agreements in 
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your bill. To avoid a misunderstanding of the function of default 
reduction agreements, they should be geared solely to reducing de- 
faults. I believe your bill meets this criteria. 

The increase in program reviews of institutions that will result 
from this bill is generally supported by lenders participating in the 
program. Lenders do not want to police the eligibility of institu- 
tions. 

The default reduction agreements provided for list several ele- 
ments that may be included. The prop^osal, however, authorizes the 
inclusion of additional unspecified elements. The legislation should 
be modified to allow only a limited number of standard elements to 
be included in the agreement. 

Tri^er prrvisions provided in your bill are somewhat unclear. 
The bill specifies that institutions in the top five percent.of noncu- 
mulatiye gross default rates and institutions in the top five percent 
of all institutional noncumulative gross dollars in default will be 
subject to program reviews possibly leading to implementation of a 
default reduction agreement. The inclusion of institutional noncu- 
niulative gross dollars in default would appear to lead to the inclu- 
oion of all large educational institutions in the scope of progrsim re- 
views. 

While I do not believe that this will affect any low default rate 
schools in Rhode Island, I would think that it may be a bad policy 
to consider. 

Your bill includes no reference to full implementation of the Na- 
tional Student Loan Data System. Citizens Savings Bank, like 
many other lenders in the program, anxiously awaits the full im- 
plementation of the system. Once implemented, the system will fa- 
cilitate the sharing of information among lenders, guarantors, 
schools and borrowers without significantly increasing administra- 
tive costs. 

In addition, it will enable guarantors to identify instances of du- 
plicative or fraudulent borrowing on the part of ineligible students. 

Although not within the jurisdiction of this committee, I would 
also like to mention my personal support for extension of authority 
for the Internal Revenue Service to withhold tax refunds from stu- 
dent loan defaulters. As you know, this program expires on June 
30th of this year. 

According to information available from the Department of Edu- 
cation, income tax offsets have generated over $532 million in pay- 
ments of student loan defaults. 

Your proposed bill represents a sound and effective approach 
toward reducing defaults under the Guaranteed Student Loan Pro- 
gram. 

Over the past several months, awareness of the default problem 
has resulted in a renewed appreciation on the part of lenders, 
schools, and guarantee agencies for better administration of the 
GSL program. Your bill includes the best of the many proposals for 
default reduction that have put forward during this period. 

It is clear to many lenders and schools alike that the GSL pro- 
gram is too complex and that some defaults are caused by borrower 
confusion regarding loan terms and conditions. A default preven- 
tion bill should not add to this problem. 
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Thank you for the opportunity to testify before this committee 
today. I would be happy to respond to any questions that any 
member of the committee may have. 

[The prepared statement of Kathleen A. Kennedy follows:] 
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Mr. Chairzaan, Metabers of the Subconiaittee on Postsecondary 



Education, I an Kathleen Kennedy, Assistant Vice President, 
Citizens Savings Bank, in Providence, Rhode Island^. I appreciate 
thG opportunity to testify before the Subconnittee today on your 
ideas for default reduction legislation. 

I would like to connent on several of the individual 
amendnents included in your proposals. Before I address the 
aspects of the bill, however, I would like to coaunent that, while I 
believe all program participants share your goal for reducing CSL 
defaults, the range of possible success nay be United. The 
prinary cause of GSL defaults, as documented by the Belnont Task 
Forco, is borrower inability to pay as a result of the econonic 
circunstances . 

For borrowers facing economic problems, no amount of 
additional counselling on the part of the school, lender, guarantor 
or the performance of additional due diligence on the part of the 
lender or guarantor, will result in an additional reduction in 
defaults. 



^Citizens Savings Bank has participated in the Guaranteed 
Student Loan program since its inception and is the fourth largest 
lender of Guaranteed Student Loans in Rhode Island. We have a 
portfolio Of approximately $13 million in Guaranteed student Loans, 
our prinary market for the student loan product is Rhode Island. 
Approximately 95-98% of our Guaranteed Student Loans are made to 
Rhode Island residents, though the institution accepts and 
processes applications from non-residents, citizens is not a plus 
or SLS lender. 
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As you know, Mr. Chaincan, a certain level of default is 
inherent in the Guaranteed Student Loan program and nay be 
considered to be a "structural" default rate. If, ^-hrough this 
legislation the Congress creates the inpression that a significant 
drop in defaults will result, the Congress will be doing the 
program a disservice, on the other hand, if this legislation is 
presented as an attempt to address the specific problems identified 
by researchers and the Belmont Task Force where additional 
reductions ars possible, then this legislation will contribute to 
the reduction of the often emotional debate on the default issue. 

Any additional administrative burden placed on educational 
institutions, guarantors or lenders should be carefully evaluated 
in relation to its effectiveness in reducing CSL defaults. The 
enactment of additional administrative requirements without a cost- 
benefit analysis shoving their effectiveness will further weaken 
the CSL program at a time when the confidence of many lenders and 
guarantors has already beon significantly weakened. Unwarranted 
additional administrative costs could, for many lenders, result in 
a decision to withdraw or reduce their commitment to the program. 

In your letter of invitation, you asked that I address the 
specific provisions of your bill. I would like to comment on eight 
of the proposals. 
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A. Additional Credit Bureau Rftp ortlna at 90 davs of 
Delincmency. This proposal has been supported by CBA and by other 
groups. Generally, additional credit bureau reporting is supported 
in the lending community. Heporting delinquencies at 90 days would 
discourage lenders from making additional sources of credit 
&./ailable to delinquent GSL borrowers in the form of credit cards 
or automobile loans and thus discourage such borrowers from taking 
on additional debt that could undermine their ability to repay 
their student loans. I also expect that the early reporting of 
delinquency will quickly become known throughout the borrower 
community and will result in beneficial changes in the behavior of 
some potential defaulters. 

At Citizens, wo* re already reporting all interim and repayment 
student loans to three major credit bureaus. All of our student 
loans £.re reported to the credit bureau beginning with the first 
month in which the loan is made. 

B. .^Qtification of Loan Sales to Kducattonal TnRtif.tihions. 



educational institutions of loan sales even if the burden of such 
reporting falls primarily on secondary markets. I believe the new 
requirement is not needed and will not impact default reduction. 
Few, it: any, students contact the educational institution for 
information regarding t^eir defaulted loan. The new requirement 
also represents a new uncompensated administrative requirement for 



Smaller lenders tend to oppose notification to 
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C. Increase Department of Educa t ion PP^mnrces for Proar«n 
Adninigtrfltl9n» The authority of the Department of Education to 
police the GSL program is largely a function of the adequacy of 
Audit and Program Review personnel at the Dopartnont. Frequent 
program reviews help lenders identify and correct problems early. 
For some lenders, program reviews have been relatively infrequent. 
Vour earmarking of between $20,000,000 and $25,000,000 for default 
reduction activities will help address this problem. 

D. Restrictiong on certification of Eilott^ii^y for t<ma 
Programs for Institutions ♦-hat have h ad Accreditation u^thdravn. 
PevQkod or Otherwise Tcrriir.fttarf for CaunA nurina th^ Prior Tvonrv 
Four Months or Which Have withdrawn fro;. Accrcdittation VoUmhar4lY 
Vhile under a "Shov-Causft" or finsoension o r der nnrint^ the Prior 
Twenty Four Mgnthe * I believe, as do most other lenders, that the 
quality of educati,.ial services provided directly and dramatically 
impacts the likelihood of borrowers from a particular institution 
defaulting on their student loans. Th« proposed new restrictions 
on certification of eligibility will, perhaps more than any other 
provision in the legislation, result in the olinination of 
irresponsible institutions from the program. This provision should 
be included in the final legislation. 
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E. Recruircr.ent that Tfistl tut ions gond^ict an mtrance 
Intorviev for all First-Tine/Ftrst-Vcar Borrowers Before th^ Pir^t 
Check Is n<?;bursed. This roguiroBont should not be nade mandatory 
for all institutions. Logistically , its inplcnontation will be an 
iopossibility for nany schools. For larger schools, the 
disburj»»Bent of checks will be delayed and the orientation of 
students into th^ acadeoic environctent will be disrupted. 
Consideration should be given to requiring entrance interviews only 
for schools subject to default reduction agreements. 

F. Es!:abltshnent of n ronnon Sot of nnf<nl tions Defining 
PcfauItS* I coaiaend this recoanendation. The inclusion of such 
definitions in the statute will prevent the periodic nanipulation 
of default statistics for political purposes. The establishrnent oi 
a standard definition of default will also enable nore accurate 
year-by-year conparisons to be made and will encourage institutions 
to adopt default rates as a standard of their perfonaance under the 
program. 

In reviewing the proposed definition of default in your bill, 
I as concerned that defaults at Mny schools will appear much 
higher than they actually are. Your definition considers all 
clains on defaulters' loans, regardless of the year during which 
the loan entered repayment. For the denominator of this 
calculation, however, only those loans outstanding that entered 
repayment in the particular year are considered. The definition 
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should be changed to reflect claias only on loans thtt entered 
rapayaent during the fiscal year. 

Please also note that de.^ault occurs at 180 days of 
delinquency. For this reason/ the total "doliix-s in default** will 
not be )cnovn until claias aro actually paid. The definition should 
count "claiBS" rather than "defaults'*. Your legislation should 
alio be aodified to include not only a definition for the purpose 
of identifying schooli* to be possibly subject to default reduction 
agrooaents, but also standard definitions of default as currently 
us«d by the Departaent, These definitions are used to show the 
annual and cuaulative net and gross default rates for the prograa. 
Th«se definitions should be placed in Section 435» 

G. HlthholdlncT of Xcndrtnig Tr»"?Cr<Ptff' I support the 
authorization for institutions to withhold acadcaic transcriptr of 
defaulted borrowers. This provision will enhance the ability of 
educational institutions to encourage student loan repayaent and 
will result in a reduction of the default rate on loans. I coamend 
the inclusion in your bill of waiver authority for the educational 
institution for circuastances where the withholding of a transcript 
will prevent the borrower froa repaying the loan. 

H. Default Reduction Aorcenent^ . The concept of a default 
reduction agrceacnt is in and of itself a questionable concept. 
Institutions subject to such agreeaents will appear to be subject 
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to punishment for the default experience of students formerly 
attending the school. As you Know, Mr. chairman, the school is not 
the borrower, th. lender or the ^arantor on a Guaranteed student 
I^an. TO avoid a misunderstanding of the function of default 
reduction agreements, agreements should be geared sslsl^ to 
reducing d. : ,,ults. They should not contain any punitive measure 
against institutions that could result in additional costs or 
efforts not directly related to the reduction of defaults, i 
believe your bill meets this criteria. 



The proposed content of program reviews of educational 
institutions provides a detailed structure for such reviews, 
included in program reviews are student recruitment, admissions 
policy, advertising, marketing practices, administration of the 
ability-to-benefit provisions, analysis of student drop-outs and 
completions, and "other" areas of institutional activities that 
relate to the reduction of defaults. 

An increase in program reviews of institutions is generally 
supported by lenders participating in the program. Lenders do not 
want to police the eligibility of institutions. v„,iie i have no 
specific Objections with the audit and program review criteria 
specified in your legislation, I am unaware that the absence of 
statutory criteria has resulted in ineffective administration of 
the program by the Department. Before enacting new, specific 
guidelines, t^e Committee should consult with audit and program 
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review staff of the Departnent on what changes, if any, are needed. 

The default reduction agreement provided for in your bill 
lists several elements that may be included in the agreement. The 
proposal, however, also authorizes the inclusion of additional 
vinspecified elements. The legislation should be modified to allow 
only a limited number of standard elements to be included in the 
agreement . 

Trigger provisions included in your bill are somewhat unclear. 
The bill specifies that institutions in the top five percent of 
non-cumulative gross default rates aM institutions in the top five 
percent of all institutional non-cumulative gross dollars in 
default will be stibject to program reviews possibly leading to 
implementation of a default reduction agreement. The inclusion of 
institutional non-cumulative gross dollars in default would appear 
to lead to the inclusion of all large educational institutions in 
the scope of program reviews. 

I recommend expanding the percentage of institutions with high 
non-cumulative gross default rates rather than including all large 
institutions. The current provisions may result in some 
institutions with very high default rates escaping program reviews, 
with larger institutions with no ascertainable default problem 
being reviewed and possibly subject to default reduction 
agreements. The default triggers should be better focused on those 
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schools with significant default probleas. 

Vour proposal also specifies that default reduction agreenents 
shall last no longer than three years. In the case of a four-year 
institution subject to a default reduction agreenent, oiniaal 
©xp«ri«nc8 or progress will ba possible within this short 
tiEefrane. Because nost loans to students at the institution will 
be to underclass borrowers, these loans will not enter repayment 
until after the tenaination of the default reduction agreenent. 
Soae consideration should be given to reviewing the period of tine 
under which the results of the default reduction agreenent are 
reviewed by the institution. 

National student To;<n n^,^^ g^^e^PT^ , yquj. bill includes no 
reference to full inplenentation of the Kational Student Loan Data 
System, citizens Savings Bank, like many lenders in the progran, 
anxiously awaits the full inpleaentation of the national Student 
Loan Data Systen. The Systen, once iDplenented, will facilitate 
the sharing of information anong lenders, guarantors, schools and 
borrowers, without significantly increasing adninistrative costs on 
any one of these parties, m addition, the Syaten will enable 
guarantors to identify instances of duplicative or fraudulent 
borrowing on the part of ineligible students. I believe, as does 
the Departaent of Education, that the Data Systen will be self- 
financing and will result in a significant drop in preventable gsl 
defaults. The Coaaittee should do all in its power to press for 




ERIC 



814 



-10- 

the inaediate iraplenentation of the National student Loan Data 
Systen. 

IRS Incone Tax Offset- Although not within the jurisdiction 
of this Conaittee I would also like to mention ny personal support 
for extension of authority for the internal Revenue service to 
withhold tax refunds fron student loan defaulters. As you know, 
this progran expires on June 30th of this year. According to 
inforaation available from the Department of Education, incone tax 
offsets have generated over §532 million in payments of defaulted 
student loans. I also believe that many student loan borrowers 
aware of the income tax offset program have been encouraged to 
repay their loans in instances where repayment night not have 
otherwise occurred, I urge Members of this Committee to contact 
Members of the Ways and Means Committee to press for early 
consideration of extension of this provision, 

Vour proposed bill represents a sound and effective approach 
toward reducing defaults under the Guaranteed Student Loan program. 
Over the past several months, awareness of the default problem 
raised through your efforts and previous hearings and through 
statements by Secretary Bennett has resulted in a renewed 
appreciation on the part of lenders, schools and guaranty agencies 
for the need for better administration of the GSL program. Vour 
bill includes the best of the many proposals for default reduction 
that have put forward during this period. Vou are to be 
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conplioentGd for resisting tho temptation to enact new, additional 
adainistrativG requirements that aay not serve the purpose for 
Which they are intended. It is clear to many lenders and schools 
alike that the GSL program is too complex and that some defaults 
are caused by borrower con,;usion regarding xoan terms and 
conditions. A default prevention bill should not add to this 
problem. 



Thank you for i-he opportunity to testify before this Committee 
today. I would be happy to respond to any questions that any 
Member of the Committee may have. 
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Mr. WiLUAMS. Than)/ you. 

Mr. Kipp is thp Executive Director of the California Student Aid 
Commission. 
Mr. Kipp. 

STATEMENT OP SAM KIPP, EXECUTIVE DIRECTOR, CALIFORNIA 
STUDENT AID COMMISSION, SACRAMENTO, CA 

Mr. Kipp. Mr. Chairman, and members, I am delighted to be here 
today. 

These hearings focus on legislation designed to reduce defaults, 
preserve program integrity, and restore public confidence in the 
Guaranteed Student Lroan Programs. I would like to take this op- 
portunity to provide you with our perspective on two major areas: 
first, the default reduction provisions of this bill; and, second, its 
provisions to redress the current imbalance between grants and 
loans, particularly for low-income, high-risk students. 

While this legislation virill not in and of itself solve the national 
default problem, it nonetheless proposes a number of workable and 
reasonable steps that are consistent with Congress' overall ap- 
proach to student aid and that protect the basic purposes of the 
loan programs. It emphasizes th^ importance of cooperation among 
all parties and recognizes the shared responsibilities of students, 
schools, lenders, guarantee agencies, and the government. It pre- 
vents arbitrary treatment and preserves educational opportunity. If 
conscientiously applied, the steps it outlines can and will work. 

The initial major issue confronting this subcommittee is whether 
the additional administrative requirements contemplated in this 
legislation should apply to all institutions or just to those institu- 
tions with the highest default rates. 

The bill's plan for thorough program reviews of high default rate 
schools and default reduction agreements between State guarantee 
agencies and those schools is a much more reasoned and productive 
approach to the problem than eliminating schools solely on the 
basis of their students' default rates. 

However, the effective implementation of this key portion of the 
bill will require clearer answers to five fundamental questions: 
first, what is the most reasonable measurement of defaults; second, 
who should conduct the reviews and oversee the default reduction 
agreements; third, which schools be reviewed and under what cir- 
cumstances should a school be exempt from an agreement; fourth, 
should the reviews and agreements cover the administration of all 
Title IV programs or just the guaranteed student loan programs; 
and, fifth, should the guarantee agencies be compensated for per- 
forming these functions. 

The appropriate definition of default rates is a critical issue that 
must be resolved. The annual gross default rate proposed in this 
bill has serious deficiencies from our perspective, some of which 
have been mentioned. 

Because of the significant time lag of at least nine months for 
the full delinquency and due diligence cycle, attempting to con- 
struct an annual default rate as lenders do on their commercial 
loans simply does not work in the guaranteed loan program. Our 
view is that the cumulative gross default rate provides the best 
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overall measurement of the defaulf experience and performance of 
institutions in the loan program. If a shorter-term measure of insti- 
tutional improvement or deterioration is desired, a cohort default 
rate measuring dollars in default is the most accurate and equita- 
ble indicator. 

In contrast, the institutions in the top five percent of annual dol- 
lars in default are an extremely diverse group. The proposal to in- 
clude large institutions, as has been mentioned by others, with low 
default rates that fall into this category simply because of their 
size would contribute little, if anything, to default reduction. 

Rather than using two different definitions to trigger reviews, it 
would be far better to expand required reviews to include all insti- 
tutions m say the top 10 or 20 percent nationally in terms of their 
short term default rate. 

State guarantee agencies in this process are responsible for pro- 
viding leadership, oversight, coordination, and supporting resources 
to assure consumer protection and preserve program integrity. We, 
for example, have more than doubled the size of our commission's 
audits and investigations unit in the past two years. We have also 
more than doubled the number of staff devoted to counselor, 
school, and lender training. 

In 1987 our investigations unit conducted reviews of 69 schools 
and 15 lenders, and in the first five months of 1988, the expanded 
unit has completed 61 additional school and 8 additional lender re- 
views. Such reviews have led to more than a dozen LS&T actions 
by the commission in the past two years against schools with re- 
peated serious violations of program requirements. At the same 
time, our training staff has conducted dozens of workshops for lit- 
erally thousands of high school counselors and hundreds of finan- 
cial aid officers. 

Our commission regards these functions as essential to a viable 
loan program and critical to restoring public confidence. Conse- 
quently, we strongly support the concept of targeted reviews of 
hign default rate institutions and believe that State guarantee 
agencies are the most appropriate parties to conduct them. 

The bill itself focuses on State guarantee agencies for this critical 
responsibility even though other guarantors are also involved in 
the program and are often most closely involved with some high 
detault rate schools. If their participation continues, then perhaps 
the guarantee agency with the majority of loans entering repay- 
ment from the high default rate schools as identified by the De- 
partment should be responsible for reviewing those schools and 
overseeing the resulting default reduction agreements. 

On the other hand, as the bill and most all program participants 
recognize. State designated ^arantors are the only ones directly 
accountable to the students, institutions, and citizens of their State 
as Nvell as to the Federal government. 

Finally, the bill proposes that the Department compensate guar- 
antee agencies for the costs of conducting program reviews and ad- 
ministering the default reduction agreements. I would argue, how- 
f^er, that the kinds of compliance and default reduction activities 
nlnu- for are fundamental to the basic mission and respon- 

sibilities of all guarantee agencies operating in the current pro- 



ERJC ■ 321' 

87-573 - 88 - 11 



318 



gram, and as such, they ought to be financed by the guarantee 
agencies themselves. 

If the reviews are broadened to encompass all Title IV programs, 
then it may be appropriate to consider compensating guarantee 
agencies for the costs they incurred that were not directly associat- 
ed with the review of the school's administration of the loan pro- 
grams. 

Turning now to the question of increased grant funding, it is 
clear that major shifts in the balance between grant and loan aid 
in the past decade have meant that student borrowing is rapidly 
changing the fact of higher education finance and student debt is 
having an impact on society well beyond the years spent in school. 

Moreover, the prevailing pattern of high risk students being 
forced to borrow heavily in their first year produces serious prob- 
lems. The link between too many first year borrowers dropping out 
before completing their program, failing to secure needed job skills, 
facing subsequent unemployment or underemployment, and con- 
tributing greatly to the increased incidence of default is well estab- 
lished. 

Certainly something needs to be done to break this cycle. Substi- 
tuting Pell Grant dollars for loan dollars for these students in their 
first year may have an impact on the default rate, but by itself it 
will neither reduce Federal financial aid costs nor assure greater 
accountability in the use of taxpayers funds. 

I strongly support the strengthened ability to benefit provisions 
outlined in the legislation. While the current provisions affecting 
student eligibility have been the source of some abuse, they have 
also permitted the training and education of countless individuals 
and made it possible for them to become productive citizens. 

The question is not simply one of grants versus loans, and the 
solution to potential or actual abuse is not to penalize the victims 
by eliminating their eligibility for Federal aid. As a nation, we 
simply cannot afford to write off the 25 to 40 percent of all ninth 
graders who subsequently drop out or fail to otherwise graduate 
from high school. 

At the same time, it is essential that "ability to benefit'' be inter- 
preted strictly to ensure that it refers only to students and not to 
unscrupulous schools' profitability. 

If we are to protect taxpayers funds, preserve the public trust, 
and promote educational opportunity. Congress will need to ad- 
dress the issues of educational quality and consumer protection, in- 
stitutional performance and accountability, and how to enhance 
the chances for students to more consistently achieve educational 
success. 

Fortunately, this legislation sets up a review process that will 
enable us to begin to deal more effectively with some of these 
issues. 

In all of the debate over essential next steps to reduce defaults 
and improve the effectiveness of the guaranteed loan programs and 
other Federal aid, we must not lose sight of the fundamental pur- 
poses of student aid— to expand opportunity and to fully develop 
this nation's human resources. 
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In the words of the Committee for Economic Development: 

shnill^ rt** n"™ HufT^ by a shared vision-a dream that welcomes anyone who 
f^^[?„i;v • ^^f ye?"' 'h'S dream has crystallized into a commonly shared belief 
that every individual in this country has a right to live in freedom, to participate in 

SnSp^l^Srfty <'PP<'^'""'"^ Pe«o"«l growth and 

While this vision is becoming more distant for a growing under- 
class ot Americans, the dream of an open and just society remains 
a viable one. Education has always been the primary avenue for 
upward mobility and financial aid has become the primary vehicle 
for assuring opportunity. 

This legislation represents both an opportunity and an obliga- 
tion. The success of the loan programs and other State and Federal 
programs to expand educational opportunity will depend upon the 
full assumption by all participants of their shared responsibilities. 

It we move now to preserve program integrity and restore public 
confidence we can succeed. We simply cannot afford to postpone 
these essential reforms. 

Thank you. 

[The prepared statement of Samuel M. Kipp III follows:] 
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Mr. Chairman and Members. I am Sam Kipp, Executive Director of the California Student Aid 
Commission, and I am delighted to be here today. These hearings focus on legislation 
designed to reduce defaults, preserve program integrity, and restore public confidence in the 
Guaranteed Student Loan Programs. I would like to take this opportunity to provide you 
with our perspective on two major areas: (I) the default reduction provisions of this bill, and 
(2) its provisions to redress the current imbalance between grants and loans, particularly for 
low-income, high-risk students. 

While this bill will not in and of itself solve the national default problem, it nonetheless 
proposes a number of workable and reasonable steps that are consistent with the Congress* 
overall approach to student aid and that protect the basic purposes of the guaranteed student 
loan programs. For the most part, the bill emphasizes the importance of cooperation among 
all parties and recognizes the shared responsibilities of students, schools, lenders, guaranty 
agencies, and the government. It prevents arbitrary treatment and preserves educational 
opportunity* If conscientiously applied, the steps it outlines can and will work. 

The initial major issue confronting this !(ubcommittce is whether the additional administrative 
requirements contemplated in this legislation should apply to all institutions or just to those 
institutions with the highest default rates. The bill's plan for thorough program reviews of 
highest default rate schools and default reduction agreements between state guarantee agencies 
and those schools is a much more reasoned and productive approach to the problem than 
eliminating schools solely on the basis of their students* default rates. However, the effective 
iriiplementetion of this key portion of the bill will require clearer answers to five fundamental 
questions: (1) what is the most reasonable measurement of defaults? (2) who should conduct 
''w reviews and oversee the default reduction agreemenu? (3) under what circumstances 
should a school be exempt from an agreement? (4) should the reviews and agreements cover 
the administration of all Title IV programs or just the guaranteed student loan programs? and 
(5) should the guarantee agencies be compensated for performing these functions? 

The appropriate definition of default rates is a critical issue that must be resolved. The 
annual gross default rate proposed in this bill has serious deficiencies from our perspective. 
Because of the significant time lag of at least nine months for the full delinquency and due- 
diligence cycle, attempting to construct an annual default rate as tenders do on their 
commercial loans simply does not work in the guaranteed student loan program. Instead, it 
produces an artificial construct where the defaults in the numerator of the equation are for 
loans that entered repayment nearly a year or more earlier than those included in the 
denominator. Our view is that the cumulative gross default rate provides the best overall 
measure of the default experience and performance of institutions in the loan programs. If a 
Shorter-term measure of institutional improvement or deterioration is desired, a cohort default 
rate measuring dollars in default is the most accurate and equitable indicator* 

Our position is that the default rate of an institution, however defined, should never be used 
as the basis for aa & T action, but it is appropriate to use default rates to identify high 
default rate institutions that should be expected to meet additional administrative requirements 
to adequately preserve program integrity and protect the interests of students and taxpayers. 
Consequently, we feel that either the cumulative gross default rate or the cohort default rate 
measuring dollars or both are the appropriate measures to use in this legislation to determine 
the highest default rate colleges and schools that should be subject to program reviews and 
required to enter into default reduction agreements. The institutions in the top five percent 
of 'non-cumulative or annual dollars in default* are an extremely diverse group. The proposal 
to include large institutions with low default rates that fall into this category simply because 
of their size would contribute little, if anything, to default reduction and require an 
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expenditure of department and guarantee agency resources while producing few compensating 
program benefits. Rather than using two different definitions to trigger reviews, it would be 
far better to expand required reviews to include ail institutions in the top 10 to 20 percent 
nationally in terms of their short-term default rate. 

From our perspective, state guarantee agencies should be responsible for providing leadership, 
oversight, coordination and supporting resources to assure consumer protection, enhance 
program effectiveness, and preserve program integrity. We have more than doubled the sire 
of our Commission's audits and investigations unit in the past two years. We have also more 
than doubled the n«jmbc7 of staff devoted to counselor, school, and lender training. In 1987, 
our investigations unit conducted reviews of 69 schools and 15 lenders, and in the first five 
months of 1988, the expanded unit has completed 61 additional school and 8 additional lender 
reviews. Such reviews have led to more than a doicn LS & T actions by the Commission in 
the past two years against schools with repeated, serious violations of program requirements. 
At the same time, our training staff has conducted doiens of workshops for literally 
thousands of high school counselors and hundreds of financial aid officers on topics ranging 
from the financial aid application process, reauthorization, effective exit counseling, and 
default prevention. 

Our Commission regards these program review; and training activities as essential to a viable 
loan program and critical to restoring public confidence. Consequently, we strongly support 
the concept of Urgeted reviews of high default rate institutions and believe that state 
guarantee agencies are the most appropriate parties to conduct them. The bill itself focuses 
on state guarantee agencies for this critical responsibility even though other guarantors are 
also Involved in the program and are often most closely involved with some high default^ rate 
schools. If their participation continues, then perhaps the guarantee agency with the majority 
of loans entering repayment from the high default rate schools identified on the Department 
of Education annual lists should be responsible for reviewing those schools and overseeing the 
resulting default reduction agreements. On the other hL-id, as the biU and most all program 
participanu recognize, state designated guarantors are the only ones directly accountable to 
the studenu, institutions, and citizens of their state as well as to the federal government. 

If the additional administrative requiremenu imposed on highest default rate institutions are 
placed on them to better assure that students* and taxpayers* interesu are protected, it is 
difficult to understand why such schools should be exempt from continuing to meet these 
additional administrative requirements so long as they have default rates that place them 
among the highest default rate schools. We recommend that the sections of the bill 
permitting a waiver or exemption from the requirements to sign and carry out a default 
reduction agreement be reconsidered. 

A fourth issue that requires clarification is whether the mandated reviews and agreements 
cover all Title IV programs or only the guaranteed student loan programs. If the primary 
guarantee agency's review of a school's administration of the guaranteed loan programs 
revealed serious deficiencies, they could share the results of their reviews with Education 
Department officials for whatever follow-up investigation of other Title IV programs and 
whatever action the Department deemed appropriate. This is the approach that the California 
Student Aid Commission currently uses with USED's Region Nine Office, and it has led to 
significant recoveries of funds, particularly in the Pell Grant program. 

Finally, the bill proposes that the Department compensate guarantee agencies for the costs of 
conducting these program reviews a.id administering the default reduction agreements. I 
would argue, that the kinds of compliance and default reduction activities (his bill calls for 
are fundamental to the basic mission and responsibilities of all guarantee agencies operating in 
the current program and as such they should be financed by the guarantee agencies 
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themselves. If the reviews are broadened to encompass all Title IV programs, then it might 
be appropriate to consider compensating guarantee agencies for the costs they incurred that 
were not directly associated with the review of the school's administration of guaranteed 
student loan programs. 

Turning now to the question of increased grant funding, it is cicn that major shifts in the 
balance between grant and loan aid in the past decade have meant that student borrowing is 
rapidly changing the face of higher education finance and student debt is havmg an impact on 
society well beyond the years spent in school. The need to reexamine the balance between 
grants and loans is clear and compelling. 

The Urge numbers of low-income disadvantaged students who are now forced to borrow to 
attend college or vocational school was never envisioned when the original Pell Grant and 
Guaranteed Student Loan programs were created. Moreover, the prevailing pattern of high- 
risk students being forced to borrow heavily in their first year produces serious problems. 
The link between too many first-year borrowers dropping out before completing their 
program, failing to secure needed job skills, facing subsequent unemployment or 
underemployment, and contributing greatly to the increased incidence of default is well 
esublished. Certainly, something needs to be done to break this cycle. Substituting Pell 
Grant dollars for loan dollars for these students in jheir first year may have an impa^-t on the 
default rate, but it will neither reduce federal financial aid cosu nor assure greater 
accountability in the use of taxpayers' funds. 

Moieover, while it is true that the ability to benefit provisions affecting student eligibility 
have been a source of some abuse, they have also permitted the training and education of 
countless individuals and made it possible for them to become productive citizens. The 
question is not simply one of grants versus loans, and the solution to potential or actual 
abuse in not to penalize the victims by eliminating their eligibility for federal aid. As a 
nation, we simply cannot exclude or write off the 25 to 40 percent of all ninth graders who 
subsequently drop out or otherwise fail to graduate from high school. At the same time, it is 
essential that "ability to benefit* be interpreted strictly to insure that it refers only to 
studenu and not to unscrupulous schools' profitability. If we are to protect taxpayers' funds, 
preserve the public trust, and promote educational opportunity. Congress will need to address 
the issues of educational qu?'.;ty and consumer protection, institutional performance and 
accountability, and how to enhance the chances for students to more consistently achieve 
educational success. 

Schools currently have options they can use to package their own grant and work assistance 
funds to reduce the loan dependence of low-income first-year students. The California State 
University Trustees recently adopted a series of recommendations designed to help reduce 
defaults in their nineteen campus 325,000 student system, including one that "campuses provide 
greater grant aid and lower loans by avoiding to the extent possible the inclusion of loans in 
student aid packages for low-income, first-time students." The Board of Governor's of the 
huge 106 campus, 1.25 million student California Community College system appointed their 
Own special task force on default prevention and are considering similar recommendations. 

In all the debate over the essential next steps to reduce defaults and improve the 
effectiveness of the guaranteed student loan programs and other federal aid, we must not 
lose sight of the fundamental purposes of student aid — to expand opportunity and fully 
develop this nation's human resources. If we are to succeed in fully developing and 
expandmg the nation's diverse pool of talent, skill, and intellect, we will need to strengthen 
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its entire educational system. We must also recognize and reinforce that system*s transition 
points which must be bridged successfully or they will remain hemorrhage points that all too 
often squander our irost precious resources and threaten to undermine all attempts to 
reinvigorate the ecoiiCmy. 

In the words of the federal Committee for Economic Development, 'our nation is defined by a 
shared vision — a dream that welcomes anyone who shares it. Over the yeari, this dream 
has crystallized into a commonly shared belief that every individual in this country has a 
right to live in freedom, to participate in self-government, and to share equally in the 
opportunities for personal growth and economic prosperity." (Committee for Economic 
Development* Children in Nr^f^.] While this vision is now becoming more distant for a 
growing underclass of Americans, the dream of an open and just society remains a viable one. 
Education has always been the primary avenue for upward mobility and financial &id has 
become the primary vehicle for assuring opportunity. 

This legislation represents both an opportunity and an obligation. The success of the loan 
programs and other state and fedenl programs to expand educational opportunity will depend 
upon the full assumption by all participants of their shared responsibilities. If we move now 
to preserve program integilty and restore public confidence, we can succeed. We simply 
cannot afford to postpone these essential reforms. 
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Mr. Williams. Thank you. 

I understand, Mr. Atwell, from looking at the clock that you are 
very close to having to leave us. We will excuse you. 

Does any member the subcommittee have a question for Mr. 
Atwell before he has to go to the airport? 

Mr. Hayes. Bye. See you later. 

Mr. WiLUAMs. We will have questions for you after you reach 
the airport. Thank ^ou, Mr. Atwell. 

Mr. Hayes, ques' ons of any member of the panel? 

Mr. Hayes. Just o e basic question I think directed to all. One 
question which is very troublesome I direct to all the panelists. Do 
you believe that there should be a shift in our priorities as to how 
we spend our tax dollars on the Federal level? To be more specific, 
some of us feel that one of the greatest securities that this nation 
can have, and it s a great country, is to educate our youth. But 
there seems to be a deemphasis on that approach as we continue to 
spend more m other directions under the guise of defense at the 
expense of education. 

Mr. WiiiiAMS. Let me ask, if each of you wish to answer this 
question, it you would keep your answers as brief as possible. Both 
the chair and members are limited now in the amount of time that 
we can hold this subcommittee open. We still have two more wit- 
nesses. So I am going to invoke the five-minute rule on each of the 
members. 

Mr. Hayes, please proceed. 

want' ^'"^ ^^^^ '^^^ Siye me a yes or no if they 

Mr. Hawk. My answer is yes. 
Mr. Hayes. Fine. 

Mr. White. Mr. Hayes, I would also like to say yes on that. I defi- 
nitely think that we need to spend much more money on educa- 
tion. 1 think that as the requirements for dealing with our econom- 
ic problems, with the competition that we are facing in the world 
becoming greater and greater, I think that one of the things that 
we can learn from some of our friends in the world, as well as those 
who are adversaries, is that we do need to spend much more money 
well "''^ our populace. We need to spend it more wisely ^ 

Mr. KiPP. I would basically agree. 

Ms. Kennedy. Yes, I would too. Without getting into my whole 
philosophy, I would think that maybe we should take a closer look 
at where we place our priorities. 

Mr. Hayes. Thank you, Mr. Chairman. 

Mr. Williams. Thank you. 

Mr. Perkins? 

Mr. Perkins. Well, I congratulate the panelists. I enjoyed the 
panel very much. It was interesting. I suppose really the question 
that enters my mind is to what extent we are going to be able to 
change the present system so that we are able to get to the situa- 
tion where we do emphasize grants to the lower income and poor 
people who are trying to enter schools. 

The gentleman from New Jersey, I found interesting to see that 
essentially you transferred your problem to the Federal govern- 
ment or to the other lending agencies. You don't have the problem 
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any more, but the problem still is there. I understand why you 
would take that approach. It just seems bizarre to me that really 
the problem still exists. 

Mr. White. I was not trying to transfer the problem to the Fed- 
eral government. My point was that in our attempts to deal with 
the default issue in New Jersey, we have been frustrated by the 
fact that when we have limited or suspended schools from the GSL 
in New Jersey, that these schools can then go to a national guaran- 
tor and still be a part of the program. 

Mr. Perkins. I understand what you are saying. In effect, 
though, that is still because of different standards. You know, your 
point about trying to prevent anyone less than a year type pro- 
gram from entering into one of these type of loan situations, that 
certainly would decrease the default rate. Of that, there is no ques- 
tion. But I don't think politically that we are going to be able to 
come up with increased funds through things like JlPA that would 
allow us to maintain the same sort of access for the students. So I 
think that is what I perceive is going to be the long term problem 
there. 

I can't help but feel that obviously any time that you talk about 
shorter term problems and institutions that, as I guess Ms. Kenne- 
dy said, there is a structural problem that goes along with this pro- 
grsun. It strikes me that we never are going to be able to eradicate 
some of those structural situations. 

Any time you serve higher risk people you are going to have 
higher default rates. I mean, it seems to me it is that simple. 

Again, I think we should serve those higher risk people. I think 
that s a policy decision. So Tm not really sure that we are attack- 
ing anything here that I want to see changed too much in terms of 
who is actually being served. 

Mr. Chairman, Fm going to leave off at this juncture. Tm just 
babbling. [Laughter.] 

Mr. Williams. The chair asks the official reporter to scratch the 
word 'T)abbling'' and submit the word "elucidating". [Laughter.] 

With regard to Mr. Hayes' concern about changing America's 
spending compass or America's will, it might be interesting for 
people to note that although the default costs in this nation are 
extraordinarily high, the Pentagon spent all of that money be- 
tween January 1st and January 15th at the beginning of this year, 
two weeks, $1.6 billion, and they have spent that much every two 
weeks since, day and night, 24 hours a day they spend about 
$600,000 down there a minute. 

Mr. Hayes. If the gentleman will yield, I notice that they have a 
tracking system over there trsdng to find out just where some of 
that money is going. [Laughter.] 

Mr. Williams. Ms. Kennedy, I wonder if working together we 
could come up with some kind of a repayment schedule for stu- 
dents both in and out of default that would recapture more of the 
defaulted loan costs. It seems to me that there is not enough tlexi- 
bility, although I admit to not knowing just precisely how we might 
change it. But, for example, students now before they reach default 
can consolidate their loans. But I wonder if flexibilitv on different 
parents, maybe if we changed back to the original threshold at 
which the loan payments needed to begin. Although we might 
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impact the Federal deficit one way or another, we certainly would 
lower default costs. 

But outside of that, I wonder if there are some things that we 
can do m this legislation working in conjunction with lenders to 
pe you the flexibility to arrange for different payment schedules 
tor both students who have not yet defaulted as well as those who 
have. 

Ms. Kennedy. I guess that one of the things that has concerned 
me for a while is that although I have been in the program for 11 
yea^ I haven t seen any increase in the allowable repayment term 
on the part of lenders other than through a consolidation program. 

At our bank, if we have lenders with large amounts of loans we 
try to set up a graduated repayment schedule that we have kind of 
innovated ourselves with the approval of the guarantee agency. I 
don t know how many other lenders are doing that. It seems to 
help those students. But I would like to see a longer repayment 
term. I think ten years may be a little short with the amounts that 
students can now borrow. We have seen students who want to pay, 
but they just can't make those large payments. 

Mr. Williams. If we were able to rearrange how we approach 
and the timeliness with which we approach students who are in de- 
fault, do you think lenders would be willing to hold onto the paper 
slightly longer period of time before it went into default? 

Ms. Kennedy. Well, I can only speak for Citizens Bank. I think 
we would. I don t know about some of the larger banks who have a 
lot more invested and, you know, may object to the longer collec- 
tion period. But being a smaller lender, we are able to even call 
students in and we have the benefit of being in a small State. So 
we can actually sit with students. You know, they can come in and 
^^Vir possible when you are a nationwide lender. 

Mr. Williams. Well, my self imposed time has expired. We ap- 
preciate each of you being with us, and we appreciate your support 
as well as your appropriate criticism of this legislation. We thank 
you a great deal. 

Our final panel will be Mr. Blair and Mr. Banks. Mr. Banks is 
the Vice President of Chemical Bank in Jerico, New York, and Mr. 
^1^1^ IS the Executive Director of National Association of Trade 
and Technical Schools here in Washington and was also a member 
of our Belmont Task Force. 

Mr. Banks, we appreciate you waiting until this final panel so 

iil?'^.^^^^^ ^^fr A^well was able to make his flight to 

the West Coast. Why don't you proceed. 

STATEMENT OF WILLIAM BANKS, VICE PRESIDENT, CHEMICAL 

BANK, JERICHO, NY 
Mr. Banks. Thank you. 

Mr. Chairman, members of the subcommittee, I am pleased to 
testily today on behalf of the Consumer Bankers Association. As 
you mentioned, I am William Banks, Vice President of Chemical 
Bank. 

CBA was pleased to participate in the Belmont Task Force and is 
pleased to see many of the recommendations developed there in- 
cluded in your bill. We believe that the recommendations outlined 
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in your bill reflect two basic findings included in the Belmont rec- 
ommendation. I might say that the first agrees with your elucida- 
tion. 

A certain level of default is inevitable in the GSL program, given 
its evolution into a program of loans tc low income students. All 
default reduction measures must reflect the fact that some defaults 
are unavoidable. 

Point two, corrective measures adopted to address the default 
problem must not undermine the viability of the program. Lenders, 
guarantors and schools must not be penalized for serving high risk 
students. Similarly, lenders and schools must do everything reason- 
ably possible to discourage avoidable defaults. 

Your overall package of amendments is closely based on the Bel- 
mont Task Force Report. CBA has previously testified on the Task 
Force Report, and I will not repeat that testimony here. Rather, I 
would like to make specific comments on 14 provisions of the pro- 
posed legislation, and I will do that quickly. 

Multiple disbursement of SLS and establishment of Pell Grant 
and GSL eligibility prior to SLS certification. CBA supports the 
passage of H.R. 4639 and has written to the committee previously 
urging adoption of the multiple disbursement in the program. The 
specific le^lative language adopted by the House in H.R. 4639 
should be utilized in your bill. 

Point two, reporting of delinquent loans to credit bureaus at 90 
days of delinquency. Because many small lenders are not now 
achieving full compliance with existing credit bureau reporting 
standards, we recommend that a delayed implementation date for 
this proposal be included in the legislation. The legislative history 
for the bill should clearly establish that the requirement does not 
apply specifically at 90 days. 

Point three, release of second GSL disbursement no earlier than 
one-half of the way through the loan period. Your legislation speci- 
fies that lenders hold the second disbursement until the student is 
one-half of the way through the loan period. This approach may 
prove to be awkward and could delay disbursement to students in 
many instances. CBA supports authorizing schools to hold second 
disbursement GSL checks sent by lenders for the second half of the 
loan period for up to 15 days. 

In addition, schools should be authorized to hold checks for up to 
60 additional days where the school believes the student has not 
adequately established himself in the academic program. 

Point four, require the holder or lender to notify the borrower 
and institution of higher education of loan sales. CAB opposes noti- 
fying schools of loan sales. There is little evidence that borrowers 
frequently contact educational institutions regarding where to send 
loan pa3mients. 

In addition, many schools would not organize the information to 
have it available to student callers. 

CBA recommends that in the future the National Student Loan 
Data System be utilized for the purpose of maintaining data on 
current holders of loans. 

Point five, delayed disbursement of funds to first time borrowers. 
CBA supports delaying delivery of the first disbursement of GSL 
proceeds to first time borrowers until 30 days after the beginning 
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of the enrollment period. Because of the anticipated hardship to 
many educational institutions not having default problems, howev- 
er, we recommend that the committee give serious consideration to 
applying this remedy only to schools with demonstrated default 
problems. 

Point six, modify LS&T authority of the U.S. Department of Edu- 
cation to prohibit LS&T action based solely on the default rate of 
the institution. CBA supports this proposal. 

Require that the Secretary develop standards for the review of 
institutions. As you know, Mr. Chairman, program review guide- 
lines and audit standards for educational institutions already exist 
at the Department. These existing standards should be consulted 
prior to considering modifications. 

It is our understanding that the Department considers limita- 
tions in staff funding as the primary cause of enforcement prob- 
lems at the Department. 

Point eight, authorize the Secretary to impose fines on lenders 
and educational institutions for willful errors in administering Fed- 
eral student assistance programs. CBA supports full compliance 
with existing Federal statutes and regulations. We question wheth- 
er shortcomings in current law are resulting in violations and 
whether new authority for fines will result in better program ad- 
ministration. Existing remedies, which include termination of eligi- 
bility to participate in the programs seem sufficient. 
I- 1°/^* u^"®' P'^^v^."* a lender or guarantee agency from avoiding 
liability by correcting a violation after discovery by the Depart- 
ment. CBA does not object to the provision from the administra- 
tion s recommended legislation assuming our understanding of the 
intent is correct. However, I would urge that clarifying language be 
inserted in the statute to indicate that this "correction of failure" 
does not eliminate the allowance of cures for due diligence and 
timely filing errors, but rather it allows the Department to impose 
a tine even when a cure has occurred. 

Point ten, require the Department to expend no less than $20 
million or more than $25 million of GSL collections on default re- 
duction activities. CBA recommends the legislative history for this 
legislation provide more specific guidance to the Department on 
the expenditure of these funds. Until ths National Student Loan 
Data System IS fully operational, funds available from this source 
should be utilized to fully implement the data system. 

Extend the Department's LS&T authority to include individuals 
and organizations under contract. We support chat. 

Point 12, require institutions to conduct entrance interviews for 
all tirst time, first year borrowers before the first check is dis- 
bursed. This proposal, if adopted at all, should be applied only to 
educational institutions with a default problem. 

Point 13, definition of default. CBA strongly recommends the ex- 
isting definition used by the Department of Education for its 
annual compilations of default statistics be placed in the statute in 
bection 435. As you know, Mr. Chairman, these definitions are not 
useful in calculating the default rate of an individual school, lender 
or guarantor. These common definitions would only be useful for 
program-wide data. 
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A topic mentioned twice before in earlier testimony referenced 
the default calculation. We would suggest that this rate be set con- 
sisting of reinsurance claims made in year X and X plus 1, divided 
by loans in repayment which entered repayment in year X. 

Default reduction agreement is my final point here. CBA sup- 
ports the concept of a default reduction agreement as outlined in 
your memorandum. As I have noted earlier in my testimony, how- 
ever, CBA urges the committee to consider many of the remedial 
measures proposed for all institutions to be included only for insti- 
tutions subject to default reduction agreements. 

CBA recommends the legislation be modified to provide that the 
guarantee agency guaranteeing the preponderance of the loans 
made to students attending a particular institution be utilized as 
the administering entity for the default reduction agreement. 

Required contact with borrowers by schools in the grace period is 
included in the default reduction remedies. CBA recommends that 
schools be specifically prohibited from ».ontacting borrowers. Such 
contact by a third party to the loan may be a violation of local con- 
sumer protection laws in some States. 

The legislation should include a requirement that the Secretary 
provide explicit guidance to the educational institutions on permis- 
sible counseling activities. Included in such delineation of permissi- 
ble activities should be an explanation of the application of the 
Federal Fair Debt Collection Practices Act, privacy and financial 
disclosure statutes which may be applicable. 

The National Student Loan Data S3^tem is something we strong- 
15^ support. Currently the out of school situation between lenders, 
guarantors, as well as schools, is out of control with paper going 
every which way. I believe the only way we are going to control 
statusing and therefore reduce defaults is by getting control of thy 
data. We have to implement that. 

Windfall profits recapture, just as a final item here. I would also 
like to raise the issue of the so-called windfall profits recapture 
provision enacted in 1986. It is causing great concern in the lender 
and guarantor communities as the July 1st implementation date 
approaches. 

CBA and NCHELP, as associations representing the lender and 
the guarantor communities respectively, recommend against the 
provision during the 1986 reauthorization. CBA believes that the 
current confusion regarding the provision is sufficient to ask you 
once again to consider the deletion or at least delayed implementa- 
tion until July 1st, 1989. 

Mr. Chairman, in closing, I would thank you very much for invitr 
ing us to testify today. 

[The prepared statement of William L. Banks follows:] 
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Mr. Chainaan, Members of the Subconmittee , I am pleased to 
testify today on behalf of the Consumer Bankers Association (CBA)^. 
I am William Banks, Vice President of chemical Bank^. My testimony 
today reflects the views of CBA's Education Funding Committee, 
which has served as the principal representative of lenders 
participating in the Guaranteed Student Loan program for the past 
several years. We appreciate the opportunity to appear before this 
Subcommittee once again on this important issue. 

My testimony today will be focused on the GSL program. I will 
not comment on the amendments to the Pell Grant program included in 
Section 2 of your bill. 

Before presenting my comments on the legislation forwarded to 
me with my letter of invitation, I would like to take the 
opportunity to compliment you on your leadership on the default 
issue. As you well know, the default issue is one that is much 
easier to talk about than to address. Your convening of the 
Belmont Task Force represented the first, and thus far, the most 

^The Consumer Bankers Association was founded in 1919 to 
provide a progressive voice for the retail banking industry. CBA 
represents approximately 700 federally insured banks, savings and 
loans and credit unions that hold more than 80 percent of all 
consumer deposits, and more than 70 percent of all consumer credit 
held by federally insured depository institutions. 

^Chemical Bank is a subsidiary of chemical Banking 
Corporation, a bank holding company with holdings of approximately 
$75 billion. Chemical Bank has participated in the GSL program for 
approximately 25 years. We currently hold over $700 million in 
GSL, PLUS and SLS loans. 
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substantivQ effort to understand the default issue and produce 
realistic, effective solutions. 

CBA was pleased to participate in the Belmont Task Force and 
is pleased to see nany of tl.e reconaendations developed there 
includes in your bill. We believe that the recommendations 
outlined in your bill reflect two basic findings included in the 
Belmont recommendations: 

1. A certain level of default is Inevitable in the GSL 
program, given its evolution into a program of loans to low-income 
students. All default reduction measures must reflect the fact 
that some defaults are unavoidable. 

2. Corrective measures adopted to address the default 
problem must not undermine the viability of the program. Lenders, 
guarantors and schools must not be penalized for serving high-risk 
students. Similarly, lenders and schools r»ust do everything 
reasonably possible to discourage avoidable defaults. 

Your overall package of amendments is closely based on the 
Belmont Task Force Report. CBA has previously testified on the 
Task Force Report, and I will not repeat that testimony here. 
Rather, I would like to make specific comments on 14 provisions of 
the proposed legislation. 
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1. Multiple nifihiirftATBftnt of sr^ and ?;stablishtnf*nt of Pell 
Grant and GSL Rliatbility Prior to fiLS Certification. As you know, 
Mr. Chaiman, CBA shares the concern of the Coanittee that the 
dramatic increase in SLS borrowing could be followed by a dranatic 
increase in SLS defaults. CBA supported the passage of H.R. 4639 
and has written to the Coxazaitteo previously urging adoption of 
multiple disbuxsenent in the program. We believe that multiple 
disbursement of SLS loans will significantly reduce defaults on SLS 
loans on the part of early dropouts. The specific legislative 
language adopted by the House in H.R. 4639 should be substituted 
for that in your bill. We understand that multiple disbursement 
would be required for all SLS borrowers without exception, 
including half-time students. We support coverage of all 
borrowers. Please note that your bill should set the start of 
repayment on SLS loans at 60 days after the date of the final 
disbursement of SLS proceeds. 

2. RttPortina of Delincment Loans to Cred it Bureaus at 90 
Days of nftlinquency . This recommendation is also a CBA proposal, 
and we are pleased to see it in the legislation. Because many 
smaller lenders are only now achieving full compliance with the 
existinrj credit bureau reporting standard, however, wc. recommend 
that a delayed implementation dn^td for this proposal be Included in 
the Ipfjidlation. CBA recommends that adequate l<sad time be 
provided for implementation. The legislative history for the bill 
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should clearly establish that the requirement does not apply 
specifically at 90 days. Lenders should have flexibility in 
reporting to credit bureaus. The language rjf your bill relating to 
th.ls provision is supported by CBA. 

3. Roloage of the Second GSL DiflbursoinQnt Wo Earlinr tl^^ n 
One-half of the Wav Through the Loan Porio^ . Vour legislation 
specifies that "lenders" hold the second disbursement until the 
student is at one-he*: f of the way through the loan period. This 
approach may prove to be awkward and could delay disbursement to 
students in many instances. CBA supports authorizing schools to 
hold second disbursement GSL checks sent by lenders for the second 
half of the loan period for up to 15 days. In addition, schools 
should be authorized to hold checks for up to 60 additional days 
where the school believes the student has not adequately 
established himself in the' academic program. This proposal will 
further enhance the savings that are already being achieved through 
multiple disbursement. 

4- Require the Holder or T^ndor t o Wotifv the Borrovftr and 
Institution of Higher rdncatj on of Tr^nn <;/>\pff - CBA opposes 
notifying schools of loan sales. There is little evidence that 
borrowers frequently contact educational institutions regarding 
where to send loan payments. In addition, many schools would not 
organize this information to have it available to student callers. 
CBA nc«:es that in most instances the State ^TUaranty agency will be 
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able to assist tho borrower in determining loan information and 
that whenever a student nay call an institution for repayment 
information cn his/her loan, tho student should be referred to the 
appropriate guaranty agency. If this requirement is maintained in 
the bill, holders should be given up to 60 days to share the 
information with the school. 

CBA recommends that in the future the National Student Loan 
Data System be utilized for the purpose of maintaining data on 
current holders of loans. 

5. DelavQd Digbursoraent of Fund s to First-tiine Borrowers . 
CBA supports delaying delivery of the first disbursement of CSL 
proceeds to first-time borrowers until 30 days after the beginning 
of the enrollment period. Zanders should be authorized to disburse 
checks to the school at 15 days after , the beginning of the period 
of enrollment. Schools should be required to hold checks received 
from lenders until the 30th day after enrollment. Because of the 
anticipated hardship to many educational institutions not having 
default problens, however, we recommend that the Committee give 
serious consideration to applying this remedy only to schools with 
demonstrated default problems. 

6. Modify Llmltaflon. sugpenaion and Terratnation Authority 
of the UtS, Departraont of E ducation to Pronlblt LS&T Actions Based 
Solely on the Default Rate o f the Institution , CBA supports this 
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proposal. No adverse action should be taken against an educational 
institution on the basis of the default rate alone* Additional 
evidence, indicating problems with the administration of the loan 
progran or the school, should be required. 

7. Roq^ire that the Socrotarv nftVAinn St^in d ards for fhft 
Reviev of Tngtitutlons Pons lderlna Tnstitutional Practices to 
Prevent Defaults. Including the Nature of the Student Body 
Population, the General Adm inistration of Prograns Authorized Under 
Part B The Tuition Refund Practices and t^^ ErfiP^ml c and Empl ovwof^^ , 
Cgndition in the ffftographlc Area «;nrv e d bv t-he Institution^ as 
you know, Mr. Chainaan, progran review guidelines and audit 
standards for educational institutions already exist at the 
DopartBcnt. These existing standards should be consulted prior to 
considering nodif ications. The Cooaittee should consult with the 
Department prior to modifying existing law to ascertain the degree 
to which such standards may already exist. 

It is our understanding that the Department considerc 
limitations in staff funding as the primary cause of enforcement 
problems at the Department. Appropriating more funds and 
increasing staff for this purpose may address the objectives of 
this proposal. 



8. Authorize the Secrntarv to T npogo Pines on Lenders and 
Educational XngtitUtlons for Wlllful Errors in Administering 
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Federal studont Assisfcanc o Programs . CBA supports full conplianco 
with existing federal statutes and regulations. We question 
whether shortcomings in current law are resulting in violations and 
whether new authority for fines will result in better progran 
administration. Existing remedies, which include the termination 
of eligibility to participate in the programs, seem sufficient. 

9. Prevent a Lender or Guaranty Agency from Avoidtqg 
Liability bv corrocting a vi olation After Dincoverv bv the 
PgpartBQnt* CBA does not object to the provision from the 
Administration's recommended legislation Assuming our understanding 
of its intent is correct. However, I would urge that clarifying 
language be inserted in the statute to indicate that this 
"correction of failure*^ does not eliminate the allowance of cures 

f due diligence and timely filing errors (such as were addressed 
in the Department's recently published Dear Guarantee Agency 
Director letter), but rather that it allows the Department to 
impose a fine even when a cure has occurred. 

10. Require the Department to Kyp^n d no Less than S?o will ion 
or More than $25 million on GSL rol lections on Default Rcductloj] 
ACtlviticg* CBA recommends that the legislative history for this 
legislation provide more specifig guidance to the Department on the 
expenditure of these funds. Until the National Student Loan Data 
System io fully operational, funds available from this source 
should be utilized to fully implement the Data System. 
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The current language of the jaill appears to allow your 
eamarked funds to be used for current audit and progran review 
activities. If this is not your intention, the language should be 
modified. 

11. Extend the Department's T^qfiT Ant- horitv to Include 
Individuals and other Organ izations Under Contract with 
Institutions to Administer anv Aspec t of student Assistance 
Prgqramg. CBA supports expanded LS&T authority. We expect this 
anendnent will increase the accountability of servicers and 
financial aid consultants to the Departnent. 

12. Require Institutions to Conduc t Entrance Interviet/s for 
dll Firgt-Tiwe, First-Year borrowers Befor e the First Check is 
Disbursed. This recommendation is highly unrealistic, especially 
at large state institutions at which in excess of 15,000-20,000 
students may be receiving Guaranteed student Loans. This proposal, 
if adopted at all, should be applied only to educational 
institutions with a default problem. 

13. Definition of Default. cBA strongly recommends that 
existing definitions used by the Department of Education for its 
annual compilations of default statistics be placed in the statute 
in Section 435. CBA recommends that definitions placed in the 
statute include annual and cumulative, net and gross default rates. 
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The definitions to be used in the statute should be secured from 
the Departnent of Education. As you know, Mr. Chainaan, these 
definitions are not useful in calculating the default rate of an 
individual school, lender or guarantor. These conncn definitions 
would only be useful for progran-wide data. 

For the purpose of identifying institutions with default 
probleas and imposing additional adninistrative requirenents on 
such institutions, CBA recomnends that a single "trigger" default 
rate be identified. This rate should consist of reinsurance claims 
nade in year X and X plus i, divided by loans in repaynent which 
entered repaynent in year X. This definition will provide a fair 
and easily understandable gauge of inscitutional performance under 
the program. Consideration of all Part B loans would be included 
in determining the default rate, not just cSLs. 

CBA recommends that our definition of default be 
substituted for the definition in the bill because your definition 
of default would overstate institutional default rates. Vour 
definition would consider defaults occurring in a given year, 
not just those on loans that entered repayment in the given year. 
You divide these defaults by loans entering repayment in a single 
year. This formula thr.s considers defaults on all years of loans, 
but only a single year of loans entering repayment. Some schools 
will end up with grossly exaggerated default rates. 
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A second problea with your definition is the 
consideration of "defaults." Because the anount of default claio 
is not known until a clain is paid by a guarantor to a lender, 
there will be no basis for this part of the default formula . CBA 
recoaaends the use of "clains" instead. 

14- Pgtault Reduction Aareenent . CBA supports the concept of 
a default reduction agreeoent as outlined in your nenorandum. As I 
have noted earlisr in ny testimony, however, CBA urges the 
Connittee to consider aany of the reoedial measures proposed for 
all institutions to be included only for institutions subject to 
default reduction agreements. 

The default reduction agreement, as we understand it, is an 
agreement administered either by the Secretary or, as designated by 
the Secretary, a guaranty agency. CBA recommends that the 
legislation be modified to provide that the guaranty agency 
guaranteeing the preponderance of the loans made to students 
attending a particular institution be utilized as the administering 
entity for the default reduction agreement. Use of the designated 
state guarantor or the secretary could effectively separate the 
formulation of the agreement from the entity aost responsible for 
defaults on loans to students at the school. 

The specific triggers for program reviews included in your 
bill will result in almost every large school being subject to 
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reviews. CBA recomaends that when looking at dollars in default, 
schools included in the top five percent of default dollars be 
calculated by counting the highest dafault rate schools first. 

The contents of default reduction agreeaents as specified in 
your nenorandun include additicnal training, access to technical 
assistance, required entrants and exit interviews and required 
contact with the student during the grace period. All of these 
elenents should be avai .able for inclusion in the plan. Additional 
unspecified components, however, should net be authorized for 
inclusion in a default reduction agreeaent. Significant concern 
exists that "remedial" measures could be adopted that will 
effectively penalize certain schools by naking participation in the 
program unreasonably burdensome. By limiting the types of elements 
of a default reduction agreeaent, you avoid possible abuse of 
authority by the Secretary or guaranty agency. 

CBA also raconmends that the legislation explicitly provide 
that the default reduction agreement as promulgated by the 
guarantor not include any provisions that require the educational 
institution to restrict its admissions criteria beyond the 
restriction? provided for in federal statutes for all institutions. 

Required contact with borrowers by schools in the grace period 
is included in the default reduction remedies. CBA recommends that 
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"schools be specifically prohibited from contacting borrowers, such 
contact by a third party to the loan may be a violation of local 
consumer protection laws in sone states, in Illinois, for example, 
contact with a debtor relating to the repayment of a debt is 
considered to be a pre-collection contact with a borrower^ and is 
illegal. The legislation should include a requirement that the 
secretary provide explicit guidance to educational institutions on 
permissible counselling activities, included in such delineation 
of permissible activities should be an explanation of the 
application of the federal Fair Debt Collection Practices Act, 
privacy and financial disclosure statutes which may be applicable. 



Fat i gnal student Tx>an Data SYKt- ^« »| T]- m addition to the 
proposals in your memo, CBA urges the full implement;itlon of the 
National student Data System be required effective October 1, 1990. 
Before use of the Data System is required for any purpose, however, 
the secretary should be required to consult with guaranty agencies 
on the readiness of the Data System for the uses proposed by the 
secretary, if the guaranty agencies advise the Secretary that the 
Data System is not ready for full implementation, the secretary 
should delay implementation of the system until such time as the 
guaranty agencies determine that the System is operational. CBA 
believes that establishment of a specific timetable for completion 
of the tasks leading to the implementation of the Data System 
should be developed by the Department of Education and that the 
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Data system should be structured to serve as the primary nediun for 
the exchange of information between schools, lenders and 
guarantors. Specifically, the systen should be designed to 
facilitate the exchange of infornation on delinquencies, defaults 
and changes in borrower status. The systen should also be 
available for access by guarantors in cases where borrowers seek 
knowledge relating to the exact status of their loan. 

" Windfall Profits Recapture " 

Hr. Chairman, in addition to your legislation, I would also 
like to raise the issue of the so called "windfall profits 
recapture" provision enacted in 1986 and effective July 1, 1988. 
This provision of the Act found in Section 427A(e) is causing great 
concern in the Isr.der 2nd «i»ArAnt:or communities as the July 1st 
inplenentation date approaches. CBA and NCHELP, as associations 
representing the lender and guarantor conaunities respectively, 
reconnended against the provision during the 1986 reauthorization, 
CBA believes that the current confusion regarding this provision is 
sufficient to ask you once again to consider the deletion, or at 
least a delayed imp^eoentation until July 1st, 1989 for the 
provision. 

Lenders are now in the prciess of disclosing this provision to 
borrowers and have found significant asounts of borrower confusion 
and continue to question whether computer software programs can be 
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modified to accommodate this change. 

In closing, Mr. Chairman, I would like to reiterate the strong 
support of the lending community for your efforts to reduce 
defaults in the Guaranteed Student Loan program. CBA believes that 
the political future of the GSL program is directly tied to the 
success of youv 'Efforts. We pledge our continued support for your 
leadership in this area, and thank ycu again for your efforts 
during the past two years. 

I would be happy to respond to any questions you or any other 
Kembsr of the Committee have. 
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Mr. WiLUAMs. Thank you. 
Mr. Blair. 

STATEMENT OF STEVE BLAIR, EXECUTIVE DIRECTOR, NATIONAL 
ASSOCIATION OF TRADE & TECHNICAL SCHOOLS, WASHING- 
TON, DC 

Mr. Blair. Mr. Chairman and members of the subcommittee, it 
is my delight and pleasure to be here with you today. 

I am going to focus in a slightly different fashion. What I :vould 
like to do is first of all refer back to the Belmont piece and what 
we found at Belmont and what was reported in their report is the 
simple fact that the $1.6 billion in default is strictly a function of 
the volume of the guaranteed student loans made in this nation. 

All of the other research, all legitimate research also shows that 
the default rate it&elf is strictly a function of the population served. 
What we discussed at Belmont was how student aid fits and its 
purpose and its intention and how is it changed and what should it 
be. 

We as a people are changing, who we serve in our educational 
institutions are changing. In a recent report issued by the National 
Alliance of Business done in conjunction with the Department of 
Labor, I would like to share with you some pieces out of the testi- 
mony. 

Eighty -twu percent ui the new eiiLraiilb in the labor force in the 
next 12 years will be women and minorities. One million youths 
drop out of school each year. Dropout rates of many urban schools 
are 50 percent or more. More than 50 percent of all Hispanic youth 
will drop out of high school. 

One child in five lives in poverty. Children in poverty are one- 
third less likely to graduate from high school. 

More than one million teenage girls become pregnant each year, 
and more than 50 percent of all teenage mothers end up on wel- 
fare. 

By 1990, more than 50 percent of all jobs will require education 
or technical training beyond high school. By the year 2000, an esti- 
mated 5 to 15 million manufacturing jobs will require different 
skills, while an equal number of service jobs will be obsolete. 

By the year 2000, the major contributors to new job opportunities 
will be small companies with less than 100 employees, yet small 
employers are the least able to provide remediation and training. 

Workers will change jobs five to six times during their normal 
lifetime. 

Employers already spend an estimated $210 billion annually on 
formal and informal training. Forty-one billion is spent each year 
on welfare programs. Teenage pregnancies cost the U.S. over $16 
billion in welfare costs alone. Remediation and loss of productivity 
cost U.S. businesses $25 billion a year. 

Each year s dropout costs America $240 billion in lost earnings 
and foregone taxes over their lifetime. For every dollar spent on 
early prevention and intervention can save $4.75 in the cost of re- 
medial education, welfare, and crime farther down the road. 

It is with the context of this information that we believe the 
public debate on defaults should take place. 
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The private career schools are absolutely committed to reducing 
the defaults down to their lowest possible level. We began well over 
two years ago a major nationwide initiative to see what we could 
do to answer the question: How do you reduce defaults down to 
their lowest possible level? 

For the first time in all of student aid all members who were in- 
volved in this process were brought together to seek solutions. Out 
of that came the Default Management Manual. Out of that manual 
followed 52 workshops held around the United States. Some 2,200 
people have been trained through those workshops; 8,000 manuals 
were distributed throughout the United States at no charge to the 
membership. 

Every school in private career education that is accredited by the 
national bodies wa. m fact involved in those deliberations, train- 
ing, and receipt of those documents. 

TT™j document has now been acknowledged throughout the 
United States as probably one of the most definitive documents 
dealing with defaults and how to reduce it. 

What we came to is the very simple fact that the current pro- 
grarni is not effectively being used. The m^ority of people who are 
found in default are found to be unemployed. We have provisions 
withm that program to allow for that situation, and what we are 
trying to do is figure out how do we train people to effectively use 

fnair ricrnfo rnTro«^ 4-^ fU^^^ — 3 — • _ , jl 

--.o*«v*/ o*»w* w 1/11^111 uiiuci txxc cuixc^iit program. 

What was also very clear within that program was the whole 
concept of partnership and taking responsibility for having the pro- 
gram work. 

What I would like for you to focus on, however, is that there is a 
major distinction between defaults and fraud and abuse. Any time 
any institution, public, private, for-profit or not, engages in de- 
trauding individuals, trampling upon those human beings, they 
should be swiftly dealt with. 

Enforcement should be fast, total, and complete, and at no time 
anyone engaging in fraudulent activities should be allowed to get 
off with just no longer being able to participate in the program. 
They should be hurt and hurt to such a point that it is clear that it 
IS totally beyond conversation that anyone should ever engage in 
fraudulent activities, most particularly because of what it does to 
human beings involved. 

We are absolutely committed to stopping it. Our accrediting com- 
mission IS moving aggressively, but we also find certain things. As 
we look at reducing defaults and as we look at fraud and abuse, 
four thing^ became clear. 

Only minor changes are needed in the law. Every example writ- 
ten up in the paper of abuse by a proprietary institution is current- 
ly against the law. You don't need more law; you need the effective 
enforcement of it. 

MA^o^ is a breakdown in communication between the bodies. 

• u ? o began several months ago a task force to work 

with the State guarantee agencies to exchange information so we 
could make sure that each of the bodies was informed when a 
school was found to be in difficulty. So that together, rather than 
isolation, we can attempt to handle this problem. 
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There was a confusion about the roles found in the body of this 
testimony or those role distinctions that we are going to try to 
bring about so that State guarantee agencies, State licensing agen- 
cies, accrediting bodies, and the U.S. Department of Education are 
clear as to what their responsibilities are, and in partnership they 
work together. 

What we have also found, most sadly enough, is the lack of over- 
sight and enforcement by the Department of Education. In its at- 
tempt to render itself a bully pulpit, that is exactly what it has 
become: a pulpit without action. 

In 1981, 919 j)rogram reviews were conducted; in 1986, 473 were 
conducted. It is our information that v/hile promises are being 
made that these will now be turned around, the truth of it is that 
there has been no national training by the Department of Educa- 
tion for years. There has been no major effort at technical assist- 
ance, and in many cases they have chosen not to act upon LS&T 
recommendations submitted to them for action by the States. 

What we are asking for is a partnership. We are asking for a 
partnership to come out of what was developed in Belmont. Our 
concerns about the legislation that is before us now is the degree to 
which it went beyond the recommendations at Belmont. 

In the body of my testimony is very extensive commentary on 
the problems that we have. I would simply like to mention those 

We are opposed to the provision that would exclude commission 
salespeople. We have problems with the 30-day distribution on 
loans. We have some resistance to the idea that only the highest 
rate default will be targeted rather than the highest dollars, and 
the pro rata refund we find to be unacceptable. 

The ability to benefit, while we are willing to go along with coun- 
seling and testing, our concern is that we have put new provisions 
into law. These have not been given an opportunity to run, and 
what we would like to make sure is that students ar^ not excluded 
because they are unable to take tests but have the fuil capability of 
completing that education and getting .a job. 

I guess, Mr. Chairman, in summary, NATTS and other private 
career institutions, I think, have demonstrated their commitment 
to reducing defaults down to the lowest possible level. The default 
initiative, the task force on information, the participation in Bel- 
mont, and the provision of some rather aggressive remedies that 
we have suggested be considered. 

What we have also done is we have looked and tried to see what 
kind of data is there and cou^^ we look at what the Department is 
making its decisions upon. We have reviewed the State Tape Dump 
and come to the following conclusions. 

We are unable to duplicate the Department's institutional de- 
fault rate because their report did not explain how they calculated 
their rate. 

However, using our own calculations of a two-year default rate, 
as they are proposing, we find that the default rate is significantly 
lower than the one produced by the Department. For example, the 
Department claims a 30 percent default rate for proprietaries 
where we identify a 19 percent default rate. The Department re- 
ports 24 percent for community colleges, and we identify 18, which 
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is about the same as proprietary schools serving the same popula- 
tion. ^ ^ 

What did we find? The lower the average income of students at- 
tending a school, the higher the average default. 

When income is held constant, default rates for proprietary 
schools is not much different than that of other schools. 

Proprietary schools serve more lower income students than any 
other sector. In general, schools with programs less than two years 
have a higher default rate than schools with programs of two years 
or more. Forty percent of the schools with programs under two 
years have a student body with an everage AGI under $12,000. Less 
than four percent of the schools with four-year programs have the 
similar low income population. 

Twenty-three percent of all proprietary schools who have stu- 
dents with GSLs have a default rate of zero. That compares to 15 
percent of the public and 31 percent of the private schools. 

In a recent Fortune Magazine report titled "Tomorrow's Jobs, 
Sl^^j ^r^A^^ ^^.^ interesting quote. It says that the top one- 
third of America s young people are the best educated in the world. 
The middle one-third is slipping into mediocrity, and the bottom 
one-third is at third world standards. 

It seems as though defaults have become an un-American term, 
but a very true American term h 

take risks. I suggest that we must continue to take risks. If loans 
are the only available source, then to use loans on high risk stu- 
dents because we as a society cannot pay the consequences of not 
training and providing training opportunities for all of our people. 
I thank you very much. 

[The prepared statement of Stephen J. Blair follows:] 
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Mr. Chaiisan and Meobere of the Subcamdttoe: 

71x5 D^»rtanent of Bducaticn, Congreaa and tho madia hwo focused 
oonsidorablo attention on defaults and abuses in tho GUaiantood Student 
loan Program. Scrae people havo oilled for masoivo changes in the 
program to redboo defaults and abuses in this program. Otbom aro 
auggeating that the default "problen" is only with proprietary sdiools. 

It ifl cur contention that, genoxnlly, eufficittnt legislation 
currently exists, and that if enforced,, would have a significant irpect 
on reducing defaults. V?q- firmly believe that there is no need for 
•Vholcsalo" rrfotm in thia^ program. 

While scTO individuals may-wish the situation to bo different, the 
Belmont Task Ftorco Report accurately identifies that the costs of 
defaults are a function of 'the dramatic increase in loan volimo. In 
1979, the total loan volume was $3.0 bilUcn. In 1987, the loan volvcna 
was $30 billion. The Belmont Rt^ort cautions: 



"It is iaportant to place the gross default rate 
in per^sective. Increased borrowing, particularly 
by lew inccma students, results in port from the 
failure of appropriations for Pell Grants and 
Title IV canpus-bosed.ald programs to nnintain 
pace vdth inflation. BXarther, recent borxouere 
havo ccTO increasingly from lew Incana families 
due to tho GSL needs testa isposod by recent 
legislation. OhLo trend is liJcely to continue 
under current policy. Existing studies indicate 
SZt iST^ZZSZ rclS^tiCTmLx^ bottracil bocx^?wers* i n occoB 
level and the prcpsnsity of the borrower to 
default. 

•Tihile the dollar volimo of defaulted student 
loans has grcwn every year, the percentage of loan 
vx)lum3 in default has not changed greatly. Data 
from the Department of Education indicates that 
the rate of default has decreased frxzn 10.0 
percent in EY-78 to 8.9 percent in EY-85." 

Therefore, the Belmont TRask Etarce participants 
note that the increase in defaxiJlt costs are lUcoly 
due mare to increases in loan voltoe than to 
increases in the default rate." 



Ohe world is changing. Wo as a people are changing. Viho is 
being served and who should be served federal student aid prograira 
is also changing. 

Let us look at our new labor force: 
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o 82% of tho new entrants to tho labor force in tho 
next twelve years will be vcmen and minorities. 

o 1 million youths drcp cut of ochool oa«^ year. 

o Drcpout rates of many urban odiools Are bO% or 

o Mare than 50% of all Hispanic ywth will drop 
cut of sdiool. 

o 1 child in 5 lives in poverty. Children in 

poverty are one-third less IDcoly ♦•o graduate frua 
high 8dxx>l. 

o Mare than cna million teenaoe girls bococno 
pregnant each year. 

o Nearly half of all block fconles are pregnant by 
ago 20. 

o Mare than 50% of all teenage mothers end up on 
welfare. 



o By 1990^ mare than 50% of all jobs will require 

education or technical training beyond high ochool. 

o Ey tho year 2000, an estimated 5 to 15 million 
manufacturing jcbe will require different skills, 
while an equal nmber of service jobs will bo 
oboolote. 

o By the year 2000, tho major contributors to new 
jcb cf^portunitien will be small cccpanics with 
less than 100 cnployoea, yet small cnployers are 
tho least able to provido ranadiation and training. 

o Vtorkers will change jcbc five to six times daring 
their normal v^k lives. 



o Soployers already spend an estimated $210 billion 
annually on forttal and informal training. 

o $41 billion is spent eadi year on welfare progranw. 



Our changing 



noodsi 



Tho Cost of 



the Gap 
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Teenage pregnancies cost the U.S. over $16 billion 
each year in, welfare costs alcne. 

Itonadiation and lost productivity cost U.S. 
businesses $25 billLon a year. 

Each year's drcpcut costs Ansxica $240 hillicn in 
lost earnings and foregone taxes over their 
lifetimes. 

Every $1 spent on early prevention and 
intervention can save $4.75 in the cost of 
ranedial education, welfare, and crime farther 
GOtfn the road. 

Source: National Alliance of Business 



A^i'J^ ^^^y^'t??^^ °^ ^ inf onraticn that the public 
debate on default should taJoe place. f^^^ 



Private Career Schools D efault Manapanent Initiative 

Belmont 1^ Porce reccmnendatj^is and the subsequent 
legislative proposals have taken into acoount infonietiOT^U»r«i 
from the Private Career School Default InitiaUve. ^auwrea 

for t^<i2i^!i'^ ^ ^ ^ l^^^t together 

for the first-time r^jresentativea of the lending, secondarv^Set 

SSSvX^'*??^^ Btude^TSS'^SS^ ' 

Ultimate^ the initiative was responsible for the develcraent of a 
^^^^'^^^^t .to^al andNS:ial Default"ten5^^ 

^ ^ <^ 2,200^^caroS*^ 

SSS cSSf^T*^'^ participated in cur nati^nS train^^^ogram 

J**^^' ManageoKnt nnnials were 

^Ibutod or requested by institutions to^every sect^r^higher 

^^heBelmcnt Ttesk Porce conclusions incorporates many of the 

^ff^°l!!??^ recannendations is that tiiedSaSt 

rntels a ^lem thrcughcut «lucation and not confined to alSS^ 
8e^^. The default rate Jjb a function of the population servedS 
«^ serving high ris!c students wUl experiencrHi^ Sit 
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A 8^>arate oonvt :sation contimMdly appears within the 
discussions about defaults. It is about the aUeged prcbleiB and 
abuses within private career schools. Caution nust be exercised so 
as to not confuse default zenedies with anti-fraud and abuse 
remedies. Default Managesnant and anti-fraud activities are very 
distinct and s^jarate issues and should be clearly dealt with as 
such. Focusing cn fraud and piogram abuses it has beccce abundantly 
clear that* 



o Oily m ' n nr changes are needed in the Jar; 

o •Iliere has been a fateahioMi in CGOnunicatiGn and 

infcrraatica flew ozccig the appccpduste oiidnistrative 
agencies; 

o Ofeera is ocnsirlezBbXe ocnftzsion about who the 
adninifltrativB players are and their prcper role; 

^ ^ pcig ary prcbloa is the lode of aSidnisttatioa of 
current lows and regulations. 



I. <W.y ndnar changes are needed in the loi. 

I am pleased to note th..c the subcamdttee's legislation 
incoiporates the reocninendations we felt were needed to strengthen 
current law and reduce abuses in the program. I believe that sone of 
the provisions in ycur Bil3 will have a significant irpact on 
i^ucing defaults and abuses. However, there are sane provisions 
which we believe will be counter productive and even harmful. Ihese 
provisions will be discussed later in this testimscy. 



n. OEHB Has ffiEN A BRERKDOW IN OOHTOICKnCH CR TOISVL XXK 

CF 3MFDR«ffiKK FlOf BBTWH TBS AEHCPRIME AEMINESISffnVB 

Hhoi prcblans occur in sdioola, state agencies act in isolation 
fran federal agencies and accrediting bodies. The federal agencies 
and accrediting bodies are similarly s^arated. Ihere is no regular 
flew of infomation ccoceming problcns between oversight agencies, 
rm/, isolation reduces the effectiveness of agency actions and allows 
problems to reach dramatic levels before intervention. 

»,«r«?^ ^ ^ °^ ccmrunication and information 

NATTS and The Association of Independent Colleges and Schools lAICS) 
uipleffEnted a Joint Information Exchange Task Ftorce in conjunction 
with three larger state guarantee loan agencies and National Council 
on Higher Education Ix>an Programs (NCHBLP). Vte began discussions 
on Fi^ruary 17, 1988 to determine horf state based information cc'ild 

^ national aocrediting bodies. In addition, the NKTIS 
Accrediting Ccirmission has written to each state licensing body 
requesting an cpen exchange of information. Such exchanqe is well 
under way. ^ 
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mnmsimmyR pwyers are «o heir hcspbctive kzbs. 

accrSiSii ^ ^ ^ per^^ecUve the xole of 

accrediting bodies, state guarantee agisicies, f^te Ucensina 
agencies and the D^arbr^ of Education with respecT^^S^ in 
the GSL program nest cccircoly associated with ctoS^^is. 

UrJ^S^J^^''''^^' guarantee agencies, state 

licensing agencies and the Departnent of Education ha^ ovSlaixj™ 
and separate responsibiUti^for regulatiiig/ironSS SiSte^^ 
^reer schools . Ihe role of these todiS^ ^^^^ gSS 
S^r-"^ ^ ^ insUtutionsTin^ 

^h^'t^^^^r^^^?^ ^ notoriety and are often mistakenly 
thcu^t to represent the entire sector of private career schools. 

A. Business Practices 
ggPCSS KtfCnffiS ARB IBS PRDBOT 

Licensing and ccnpLLance with state law is an indispensable 
S^teS Att^^?*^^,^ eUgihility for fedSfSJ aid. 
The State Attorneys General are responsible for protection aoaiSt 
fraud and can seek civii^^^in^ 

«nH ^^^^J"^ ^ responsible for establishing standards for 
^ S^^i -^-^ °^ ediK:ation, recruitirSS; aScL, 

^^f^^k however, prosecute for ' 

^^l ^y ^ ^ Pr«^ can^ SccrecEtlEg^ either 
r^tte accrecLLtaticn, albeit with stipulations, orl^ 
aOTeditation. iigaiiv the state licensing bodies are th^ 
agencies for oversight of business practices. Penary 

Frfc^JS??^ hj^-, ultimate authority in the DepartnEnt of 
^ucaticn to enforce business practices is they iipEt f^S 
student financial aid thrcugh its acfcdnistratSnT^nM^ 

liS^^^^''^^"""^- ^ I^E«^^ can refuse^p^ipation or 
lomit, suspendj terminate, or inpose civU penalties to anvllSSlP 

S^^^oftS ?^^^^-tantiI^^ 
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B. Fixandal Aid iViiinintxBtion 



\ie shall focus the attention of this sec±icxi on the abuses in the 
Guaxanteed Student Loan Frograa. 

VESOtSmiLm ASSdOZC TBKT SCBXXS COtWI HUH TBS 

BBSrS, in TBS FIFST ItBITHZ, HdH ggOg GCRRflRgg XCSOES 
FINAILT HCm TSB U.S. tJ^HRDWS CP HXXSmCN. 

State tjuarantee agencies are pezmitted in their agreecs^its with 
institutions to provide for limitationr su^^ension and tensdnation of 
any institution not occplying with these candated requiraaents. 
However, resxval frca a particular state guarantee proLpraEi is Halted 
to the extent that a schooXmay enter into an anangecsent with 
another guarantee agency. 

Current law provides the Secretary of BAication with the 
indqjcndent authority to ispoee civil penalties or to limit, su^send, 
or tcnainate a school frcra any and all participation of all financial 
aid programs upon a dete-uft: Jiaticn that the sdtool -has violated or 
failed to carry out" the reqtiireEoents o£ the GSL program. 



fl UUKgUTIi C COtfOSSKXS NZ TBS O^^XMlHtm BODIES TEKT ^SSOBSS 

It is a catter of long history that the stata guarantee aigencies 
and the Dq>artznent of Education are precluded frcra making judgenents 
about the <^sality of education at iistitutions. The I>^>artiaent of 
Education is qpocifically prohibited frcci interfering in the internal 
adninistraticn of an institution. (Section 435 of the 1986 
amendkicnts to the Higher Education Act of 1965) 

Congress has stipulated in tha federal student f inancied. aid 
progracs that accreditation is a regoirecent for participation. 
Quality of education is measured by national accrediting bodies 
predcxninately in terms of outputs rather than process. Oxtputs 
incl\3de sJdll cccpetency, retention, graduation and placement rates. 
State licex^sing bodies may also govern program content and 
performance. 



C. E±x2Cticnal ()aality 
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Ohrcu^^jout the history of the federal student aid progrzuM, 
different adainistrative bodies have iMpprcpriately loo3ced,to other 
agencies to ensure proper adninistraticnr. Prior to the estabJLisliKnt 
of the certificaticti and eligihility authority within the D^)artnent 
of BAjcaticn, the Dqartcent relied solely vpoa state licensing and 
accrediting bodies to rcnovc eligihility of instituticns for 
violaticns of federal student aid r-egulations. This inappropriate 
reliance was corrected in tht nid-19703 when the Department was 
given independent authority over student aid eligibility for 8dxx>ls.. 

Yet, even today there is raupant ocnfusicn about who should be 
re^jcnsible for vAat activities. Ohe D^>artinent of Education is 
again inafprc^intely looking to aocrediting bodies to nonitor and 
ensure proper adninistration of feder^ student aid, specificallv an 
institution's default rate. 

« RgQCM BP T HKT 1SS FCZIOOK; HXE DZSnrcTTCKS EB APfUED TO 



state licensing agencies: business practices and ccnsinfir 
protection business practices and 
ocnsiiner protection regsirdij^ 
business practices e.g. refunds, 
advertising, etc. 



Ascxeditiiig bodies: 



C^iarantee agencies: 



Deperbooxt of Education: 



quality of education and establishnent 
of related standards i.e. 2dvertising, 
recruiting and refund policies as they 
relate to quality of education. 

proper adainistration of GSL 
including default joanagessnt 
protection. 

proper aduniatraticn of other 

f edieral student aid pr ogr ana and 

final decision on state guarantee agency 

liinit, suspension, fine and tercdnation 

actions. 



Afcuses that have actually occurred are violations of current 
laws and regulations. While there has been a substantial growth in 
^ !?^?^ ^ eligible sdxsols participating in the federal student 
aid program, there has been corresponding decline in Departnent of 
Education program perscnnel and subsequent program reviews. 
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Prograni Reviews 

1981 919 
1986 473 
1987 (est) 300 



Cmxtion mist be exercised as "ressdies** are considered. Pddwq 
nesf laws nay only occplicate the adidnistzation of federal aid and 
not isprove progiau adzdnistration. 

Ccnplicaticns add to the costs of adninistraticn, increase 
inadvertent adzdnistzative errors and, soot icpcxtantly, create 
barriers to the very students the t xLuyiaua are intended to serve. 
New, occprehensive reEaodies are not necessary. Rather the zefinecsnt 
of existing laws and the ncnitoring of ediools to assure oGcpliAnoe 
will serve to achieve the necess<.ry cbjectives. 

In addition, rather than a single focus upon pesudties, attention 
to positive loaasures such as tedmical assistance to schools, 
training and discussion of new ideas should be ccnsidered. Bowever 
sane legislative changes are needed. 



J^^c^isioDs Of B.R. 4798 Ws Saggact 

1 em pleased to note that the subocmnittee*s legislation 
i n corpor a tes the recoaaendations we felt were needed to strengthen 
current law and reduce defaults and abuses in thn program. I believe 
the f ollodng previsions in your Bill will have a significant iirpoct 
on reducing defaults and abuses: 

o Require the purd>aser of a loan to notify the student and the 
student's school of the sale of the loon within 30 days of the 
sale. 

o Require that all institutions conduct an entrance interview for 
all first tiine, first year borrowers before the finrt: check is 
disbuTftijd. 

o Require that a G5L cannot be disbursed until 30 days after the 
beginning of classes for all first-year, first-time borrowers. 

o Require that no institution be certified or recertified for 

program eligibility in -ritle IV federal financial aid assistance 
if an instituticn has had its accreditation withdrawn, revoked, 
or otherwise terminated during the prior 24 months; or has 
withdrawn fran aocreditaticn voluntarily while under a 
ah/jt^saus^ or su^^exi^ion order during the prior 24 r'xiths. 
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o Counsel and test all ability to benefit students and requize 
sdiools to naint£dn ccnplete recoids of the adnissions criteria 
utilized for ability to benefit students. 

o Prohibit aziy Limit, Suspoisicn or -^xsdnaticn actions based 
solely cn an institution's default rate. 

It goes vdthout saying that we si^jport any efforts to reduce 
borrcwing by increasing grant aid for inccue students. 

Provisicns of B.R, 479^ Vis Do Nob St^ppoact 



Section 20 — Prohibits use of Camiissicned salespersons * 

NATIS strongly opposes adoption of this prevision. First, and 
foreniost, there is sicply no evidence of any nexus between the 
student default and the manner in whidi schools eoplcyees engaged in 
recruiting students are ccnpensated. Ihe point of focus ought not to 
be on the question of recruitment but, rather upon assurances that 
adnissions decisions are mekde independently of recruitment and upon 
the basis of a bona fide assessment that the candidate is qualified 
to ccopleto the training. Ihe KATIS Accrediting Cccmlssion has 
already proposed standards to ccntrol the use of cannissicned 
recruiters and to assure that the admissions process is independent 
of the student recruitrcnt process* In any case, the prcvisic is 
too broad: read literally, it would even prohibit sdiools frx 
advertising in newspapers because advertising ageucies are paid on a 
cccmissioned or incentive basis. No distinction in salaries could be 
made at public senior institutions for their acbdssion personnel. 

Secondly, there is nothing intrinsically evil in paying 
cccmissicns. It is a principle throug^iout all of American endeacvors 
that ccnpetency should be r(»j*rded. The entire free enterprise 
system is based upon reveris for sales. Is it only in teerican 
educatlcQ that effectivt^r^ns should not be cuepensated? Conversely, 
there is nothing intrinsically perfect in salaried individuals* Even 
salaries should be set in relctiooship to productivity. Hcwevcr 
salaries seldom have the same level of accountability as individuals 
paid cn carmissicn basis. 

Third, this country has chosen to "sell*' its youth cn the vzilr / 
of a college education. From infancy, mast people are told that 
really succeed you iiust go to college. It therefore does require the 
selling of career education to override the societjd selling of 
college. ^ You mist also sell the idea to many individuals that 
opportunities for success can be theirs vdth training at institutions 
other than college. 
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Sectioo 8 Difihursement of Loans 

While we applaud the release of the GSL check to the f ixBt-tiine 
borrwer after 30 days it is inperative that the institution be able 
to issue to the student his or her check on the 31st day. Any 
iirpediments to release at that time will be counter productive and 
probably result in the withdrawal of the student because of lack of 
funds. 

Section 10 Procpram Reviews 

The proposed legislation shall initiate at those institutions 
that fall in the top 5 percent of — 

(1) all institutions ranked by annuad default rates; or 

(2) all institutions ranked by annual dollar default. 



Vte object to the use of the word "or" and suggest it be r^laced 
with ^and-. Aax>rding to the Congressional Budget Office if all 
prcprietary institutions were renoved frcrn the GSL program the $1.6 
billion annued default cost WDuld remain in excess of 1 billion 
dollars. All institutions can benefit frcrn a review of their default 
prevention procedores. As we understand the prcposed legislation, if 
any educational institution is doing everything apprcpriate for an 
educational institution then no further action would be necessary. 

Section 17 Ability to Benefit 

rwns believes that it would be a mistake to amend the existing 
provisions defining the conditions under which students without GED 
or hi^ school diplona may participate in federal financial aid 
programs. The existing provisions ware adopted less than two years 
ago and have not had an opportunity to be fully tested. Although we 
do not cbject to requirements of "counseling and testing • and to 
record keeping requirements, the proposed provision's insistence upon 
a "validated test- will cause difficulty and confusion. As written, 
the provision may effectively deny educational and training 
opportunities to students who are unable to pass such a test but can 
successfully ccnplete the program if provided with renedial 
training. The cohort of the population most in need of training will 
be harmed by further restrictions of tho sort proposed. 

There is a strong argument for the public benefits associated 
with postsecondary training for ability-to-benefit students. Because 
most high school drcpouts are low incone and probably not able to 
attend any training program with out financial assistance, student 
aid is a necesseucy part of their support. 
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Bie benefits of providing federal aid to these students can best 
be understood by exanple. Assume that if lOO ability-to-benefit 
students enroll in a program and each received $2,000 in grants, and 
cnLy 40 oooplete the training and are placed in a icb. Ihe public 
cost of providing the student aid to all 100 student** is $200,000. 
If the 40 grad-Jates are in the labor naricet for 30 years each and 
they npjce only $2,000 more a year than the ncn-corpleters, the 
graduates VK«ld make $2.24 pillion extra inccr:?. If they paid 20 
percent of their extra Incone in taxes, that vrould be a direct 
payment of $480,000 to govemnents. 

On a more speculative level, it is worth considering v?hat the 
options wculd be for these students if there was not student aid. It 
13 probable that fewer wculd bo able to attend any postsecocxiary 
institution and as a result would be more likely to be enplcyed cfi 
v«elfare or otherwise be a consumer of public funds. Ihese potential 
public costs need to be considered if these students are declared 
ineligible for Federal aid, 

Ihe alternative to providijig student aid to these ability-to- 
benefit students to attend postsecondary institutions is to condenn 
theoi to a life of limited opportunities. Ohis would be contrary to 
the historical tradition of federal policy aimed at increasing 
educational opportunity iji order to fuel loof;-tenn national econonic 
growth as well as expand individual opportunities. 

Section 18 Refund 

mns strongly opposes the cdopticn of this provision. In the 
first instance. It is susceptible to abupe, particularly by schools 
which do not take attendance and will thus be able to effectively 
(albeit artificially) carry such students to the conclusion of the 
"enrollment period." Raii)er, because the term "enrollmsnt period" 
is not defined the provision is susceptible to abuse. Finally, and 
most utportantly, tha straight pro-rata refund approach 
contenplated sirply fails to recognize the reality that costs of 
educat^/To are not incurred by sch joIs on a strai^t-line or 
fractia-al basis. Bie provision, as prcpooed, will serve only to 
force aflected schools to increase tuition and other fees thereby 
effectively subsidizing the costs incurred (but uncovered under this 
section) by defaulting students fron tuition and fee payments nade by 
students who do ccnplete the program. 

NMTS is not opposed to a refund policy which permits schools 
to fairly recover the cost of providing training and other services. 
The present NMTS Refund Policy prwides the following refund for 
those attending school. We believe this is a irore equitable refund 
policy for all schools. 



362 



-12- 

Pi\x(i Am C ccpletion Rotained Tuition & Ffees 

Not to exceed 10% of contract price 
XI _^ . ('^^ ^ ^ exceed$350) plus $150 

After first week to 25% 25% of contract plus $150 

After 25% to 50% Not to exceed 50% of contract cost plus 

$150 

After 50% Polly earned 



A pro rata policy is not fair because schools do not incur 
costs on a day-by-day basis. 

If the Congress insists upon a refund policy different than the 
existing one, a proportionate poHcy of the following type would 
reasonably match costs with cost incurred. 



Program Cc cpletion Retained Tuition & £tees 

First week io% of cost of tuition for 12 

months or length of program 
whirfiever is less, (referred to 
here as contract price) not to 
exceed $350 

After first vreek to 10% io% of contract price 

After 10% to 20% 20% of contract ^ice 

mer 20% to 30% 30% of contract price 

After 30% to 40% 40% of contract price 

^ter 40% to 50% 50% of contract price 

After 50% to 60% 60% of contract ^ice 

After 60% to 70% 70% of contract price 

After 70% adly earned 

In addition, schools shculd be permitted to retain a reasonable 
r^xstraUon fee. The proportionate refund approach reduces but does 
not fully resolve the default prcblero of students who drop out early 
in the program. ^ 

Accordingly, for first year students who are first tima borrowers 
in ^ograros over 600 hours or 3 norths in length, the school will not 
disburse funds until students have been in srfiool for 30 calendar 
days (thia vdll reguir* the lender to allow schools a naxiitum of 60 
days fran.the date the bank issued the check). Ihe students mist be 
fii^r,f ^ loai^ at the time of disbursement, if not eligible, 
tne full amount of the loan is to be refunded to the lender. If the 
student withdraws before the e>^iraUon of the 30-day period, 
institutional expenses incurred durijig that period may be charged to 
grant but not loan funds. 

This approach will protect the students and the program fron 
early dropouts and wUl provide for necessary Xivinq expenses. To 
further protect programs and assist students, tjchools should also be 
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S^^^^'^.S^^f^liT*'*^ nultlple disburaanent policies for 
student aid funds intended for student naintenance expenses. Such 

Ococlugion 

the need to reduce defaults and ensure that 
S^^J^f^.?^ as efficienUy and wisely as possible. Our 
SiSS^ ^1^^^ reductions is clearly dencnstrateTL the 
^tiative that Private Career Schools tocJc in the first natioial 

Pf?^^ program, the 52 workshops, participation in 
Bel^ond aggressive default prevention proposals. However, it 
is essential that we continue to recognize that the Ptederal student 
aid prolans are siKccssful and play a vital role in th^ Uves of 
^ not be able to afford to attend any 

naiority of students are 
suoc^sful and repay their lo«n«. a.^ n 'rrJlU^ ,i i 

Jv«J^i^^!!J^ ^ Department of Education's proposals. We 

^ ^ a4^&e drawn 

1. Ite areunable to dupUcate the Department's institutional default 
rate because their report did not e:5,lain how they calculated the 

f^ri!^!^ ^ significantly lower than that prodficed by 
exanple, the Dq»rtment clairo a 30 percent 
default rate for proprietary schools where we identify a 19 
S^J^L ;i ^ 5^»rtinent reports a 24 percent rate for 
ccmiunity colleges f or whccn we identify an 18 percent rate-about 

dSJ^.^^,'-''^ Given the prcblars with the 

^source, it is easy to care to different conclusions about 
n2L!£^ ^L^."^^ ^ to review what we did with the 
D^artment and hope that they will help us understand ^A^nt th^ 
did to generate their default rate. ^ 

3. What did we find in our analysis? 

Ihe Icwer the average income of students attending a 
school, the higher the default rate. 
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Average Incons of 
Students in the 
School (Adjusted) 
Groea Irccae, Pd) 



Default % 
All Schools 



Default % 
Proprietary 



Less than $3,999 
6,000 - 11,999 
12,000 - 17,999 
18,0004- 



33% 
26% 
16% 
6% 
14% 



28% 
27% 
17% 
U% 
19% 



All 



When iixxme is held constant, default rate for prcprietaxy 
schools is not cuch different than othev schools.. 

Proprietary adiools serve lower inccoo students ttian other 
sectors. In general sdiools with programs less than tvK> 
years have a higher default rate than schools with pr ogr a gg 
two years or sore. Forty percent of the sdiools with 
progr a n g under two years have a student body with an average 
Id under $12,000. Less than'four percent of the schoa^js 
with four^year programs hove a similarly low-inccns students. 

TVKmty-three percent of all proprietary schools whose 
students have GSL's have a default rate of zero. That 
ccDpares to 15 percent of the publics and 31 percent of the 
private schools. 



4. Conclusion of Data- Analysis - ohe default rate is closely 
associated with iixxma. Schools serving a high nunber of 
lat*f-ix)Doati students are likely to have higher default rates. 
Schools with programs under two years in length, regardless of 
type and con^l, have a higher conc^itraticn of lo^incoms 
students tha*i four-year sdxols. Iho result is a higher default 
rate. 

Extreoo caution sust be exercised in our discussions as not to 
bury the real motives behind code words. Do "bad schools" mean 
-proprietary ochoLAs"*, Does "default reduction" mean getting rid of 
"high risk" students? Me are talking about a student loan program that 
is designed to give loans, to individuals* who are detennined to be so 
poor that they are unable to obtain a connarcial loan* The quertion 
be'oro you is "hew will you iin^^act the equality of access to a 
poetsocondary education for all of our citizens — citizens that 
nust be trained if we are to ccnpote in a world eoonony?" 

lUn subcamdttee and staff are to be contnondod for their efforts. 
There will always be a default rate, in our opinion, wit:i the changes 
and deletions we have suggested the legislation will reduce defaults in 
the Guaranteed Student Loan Program to their- lowest possible level 
while preserving the purpoee of the program — to provide a means for 
lew inccnn students to attend any postseccndary institution. 

Ohank you for allowing me to testify. I will be happy to rt>.^pccid 
to any questions. 
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OHB Mmnm AssoomoN op tsnb wo TBCENicaL scaocxs 

®CnCM-BY-SBCnCN ANftLySIS OF MB HCFOSH) 
SOTENT EeraUIff IHEnMrVE ACT OF 1988 
H.R. 4798 

Titl^*^ ^ihfS^ tJ!^^ ""^^^ ^ ^ existing structure of 
ti^J ^ BducaUon Act of 1965 and to the manner in which 

that Act IS administered. N«ns is generally stmportive of the 
congress W objective of reducing student defaults on federal loans 
and has been at the forefront of initiatives intended, within the 

.^""^ TiUe IV, to further this goal. However/u^ 
?^ of provisions in the bill which we beUeve to be Either 

inconsistent with or unnecessary to these ends and others which, 
fo^S.'l??^^ ''f^ clarification and refine^te/it. The 

2&of tLS:"^ P^^^^ ^ ^ 

^^o^ 2. NMns endorses the concept of maJdng Pell 
grant entiUenients and therefore less subject to the 
vagaries of the national budgeting and appropriations 
proems. IJowever, the proposal to reduce the maxiinim 
^H!^^^^^ especially for fiscal years 

i^?!^? ^ inc^Si^t with b^ 

objectives underlying this legislation. 

ff^^^ 3. Although WAITS does not beUeve that 
there has been significant misuse of Pell Grant funds 
under the existing law, we do not oppose the proposal 
?i ^ maxiitum duration of Pell Grant 

eligibility. 

gegtions 4, 5. 6, and 7. NfiWS supports these 
provisions which are, in large part, derived frccn the 
Beltront Task Ebrce m which the representative of NAITC 
ocUvely participated. 

8>. NMns supports the concept of nultiple 
o^flbursenent of loans provided for under TiUe IV 
progran». However, the term "period of enrollment" is 
not defined, creating the potential for confusion. It 
J^iiiperative that the instit* tions be able to issue to 
the student his or her check on the 31st day. Any 
iirpedunents to release at that time will be counter 
productive and will probably result in the withdrawal 
of the student because of lack of funds, ihis section 
requires clarification. ^v^wi 

^^Q? ^' ^ provisiOT also was developed at the 
Belmont Conference; and, we believe, is a productive 
measure toward loan reducticm. 
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Section 10, NATTS supports the principle of a 
default reduction program requiring the Depurtn^nt or 
Education and guaranty agencies to vrork with schools .in 
the development of measures designed to reduce the 
incidence of student default cn federally-guaranteed 
loans* suggest that in{;titutions are in a position 
to only make marginal inpact on the default rate as 
they do not hold nor nonage the loan. However/ there 
are a nunber of infirmities in the provision as dreift.ijd 
which/ we believe/ will render it arbitrary in 
application and ineffective in result. For exairple, 
the term "default" is not properly defined/ an 
emission/ whid» among other things/ resxilts h\ an 
overstatement of the incidence of default becaust\ it 
enccnpasses loans which have technically gone i^nto 
default but later enter repayment. Secondly/ the focus 
upon an annual rate of '>fault will/ almost certainly, 
result in sharp swings jm the identity of schools which 
are subject to the program review and default reduction 
agreenent requirements from year to yejo:. Ohirdly/ by 
focusing/ alternatively/ on both dollars in default and 
default rate/ the program is susceptible to abuse 
because it will permit schools with large amounts of 
defaulted dollars but relatively low default rates (as 
a percentage) to escape detection. Itiis is wrongheaded 
because the very purpose of the legislation is to put 
dollars back into the programs. Ihesa objections are 
mjxely illustrative. Ihus/ although wo mipport the 
concept behind this section/ it is our view that the 
provision needs to be substantially reworked if it is 
to be both fair and effective. 

Section 11. UAITS is generally supportive of 
measures v4iich require the Department of Education to 
strengthen and make more effective its program review 
responsibilities • 

Section 12. Although we do not oppose this 
provision" wa note that it is unnecessary because 
"eligible institutions" are, under separate provisions 
of existing laW/ already subject to civil penalties for 
violations of any part of Title IV, 

Se ction 13. NATTS st^jports this provision. It 
sKould be noted/ however/ that the prnvision will 
aljnoet certainly increase the incidence of litigation 
against accrediting agencies by schools which have had 
their a-xa^editation withdrawn. At an early tixnz, 
therefor^., we urge the Ccngress to consider me^lsures 
prc{x»ed by KAXIS and others which would provide a 
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limited^ imrunity to accrediting agencies in such 
litigaticxi. Such unnunity wUl enable the accreditinq 
agencies to more effecti^-aly perfonn their jdb and to! 
ttoc^, more meaningfully implanent the purposes of 
£>6ction 13. 

f^Q" ^i' . NA3TS supports the definiticm of the 
ac^c year" contained in this provision. 
Ho^jever, che reliance state law as the determinant 
of when credit hours nay be used is both potentially 
coifiising and unwise. NA3TS beUeves thkt schools 
should be permitted the use of credit hours so long as 
such use is consistent with the accrediting agei^'s 
standards and criteria. ^ <^^^y » 

Sectioi 15 and 16. NA3TS supports these provisions. 

^7. mns beUeves that it would be^ a 
mistake to ansnd the existing provisions defining the 
COTditiwjs under which students without QED or hirfi 
school diplcna may participate in federal financial aid 
programs. The existing provisiwis were adopted less 
than years ago , xi have not had an opportunity to 
be folly tested in the real world, idtliough we do not 
object to requirements of "counseling and testing" and 
to recordkeeping requirements, the pn^josed provision's 
^f,^^^ "S"" ^^"yal^ted test" wUl cause 
difficulty and confusiOT; and, as written, the 
provisiOT may effectively deny educational and training 
op^rtunities to students are unable to pass such a 
test but can successfully ccnplete the program if 
provided with remedial training. cc^rt of the 

population mc^t in need of training will be harmed bv 
further restricticms of the sort proposed. ^ 

gf^^" . strongly opposes the adoption of 

^ji^sion. In the first instance^ it is 
suscep^le to abuse, particularly by schools which do 
^^^^ attendance and will thus be able to 
te^^^^i ^'fi^^i^ly) carry such students 

to the conclusion of the "enrollment period." Further 
because the tepn "enrollment period" is not defined 
the prevision is susceptible to abuse. Finally, and 
ttost iirportantly, the straight prc-rata refund 

4.?^^^^ ^^^y f^^^ ^ recognize the 
reality that costs of education are noL incurred bv 
schools on a straight-line or fractional basis. Hie 
provision, as proposed, will serve only to force 
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affected schools to increase tuition OJid a.:her fees 
thereby effectively subsidizing the costs incurred (but 
unrecovered uncier this section) by vdthdrawing students 
frcm tuition and fee payments made by students v?ho do 
ccnplete the p r ogram* (See testincny) 

Section 19 ♦ NKFTS si^^jports this provision. 

Section 20 ♦ NATIS strongly opposes adoption of this 
provisiain First, aid forenostr there is sinply no 
evidence of any nexus between the student default and 
the manner in which school enplcyees er^ged in 
recruiting students are carpensated* ^Ihe point of 
focus oa^Tt not to be on the question of recruitmsnt 
but, rather, upon assurances that adnissions decisions 
are made independently of recruitment and vpcxx the- 
basis of a bona fide assessment that the candiii***^ is 
qualified to ccnplete the training offered* ^ *^ft^S 
itereditijig Ccmnission has already prcposed standards 
to control the use of cctimissiOTied recruiters and to 
assure that the cidmissicns process is independent of 
the student recruitment process* In any ase, the 
provision is too broad: read literally, it would even 
prdubitr schools frcm advertising in newspe^jers because 
advertising agencies are paid on a ccmnissioned or 
incentive basis* No distinction in salaries coald be 
made at public eeaioc institutions for their admission 
personnel* 

Secondly, tN ie is nothing intrinsically evil in paying 
ccniaissions * It is a princ^le throug^wut all of 
Amarican endeavors that ccopetency should be rewarded* 
The entire free enterprise system is based xxgcn rewards 
for sales* Is it only in Aaerican education that 
effectiveness should not be ocnpensated? Ccxiversely, 
there is nothing intrinsically perfect in salaried 
irdividuals* Even salaries should be set in 
relationship to productivily* However salaries seldon 
have the same level of accountability as individuals 
paid ccmnission basis* 

Ihird, this country has chosen to "sell** its youth on 
the value of a college education* Fran infancy, nost 
people are told that to really succeed yxi must go to 
college* It therefore does require^ the selling of 
career education to override tb^ societal selling of 
college* You nust also se: - the idea to many 
individuals that opportunities for success can te 
theirs with training at institutions other than college* 

Section 21* NMTS takes no pcsiticxi an this 
provisioTK 
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Mr. Williams. Thank you, Mr. Blair. 
Mr. Hayes. 

Mr. Hayes. I'll be very brief. Just one very brief question, Mr. 
Blair. You suggested that there should be a debate, a public debate. 
What IS the arena m which you think that should be initiated? 

Mr. Blair. This one. 

Mr. Hayes, The Congress? 

Mr. Blair. In the (Congress. You are the ones that are going to 
give us the answers that we get to live with. We are doing what we 
can to foster that debate, creating conversations 4th other organi- 
ptaons and looking beyond simply the educational community, but 
looking at the manufacturing and labor communities, business 
communities to see what we can look at as to what we face as a 
nation and what possible remedies there are. But the key one is 
this one, and how the (Congress provides remedies will dictate a 
great deal about the short term and long term outcomes. 

Mr. Hayes. Both of you have given us real good testimony. Is 
there a concerted shift in the student loan program in banks that 
you represent to other institutions? 

.■J^^^ S-^^T ^ that there has been a recent change. I 

think Dick Hawk s testimony reflected some of this in that a guar- 
antor getting out of 18 States. Basically that is going to be cutting 
back a certam amount of access. For instance, in New York in the 
hret quarter of 1988 two institutions made 45 percent of the loans 
which were predominantly to trade school proprietary in fhat part 
of the year. ^ 

So we are running the risk of loading up too few people with 
loans, I think. 
Mr. Hayes. Thank you, Mr. Chairman. 
Mr. Williams. Mr. Perkins? 

Mr. Perkins. Well, continuing my elucidating briefly, Steve, your 
testmiony was reinforcing a basic prejudice and belief I already 
have, that essentially there is, as we have been discussing, a struc- 
tural type of problem. You are going to have a higher default rate 
It you are using that loan program to deal with it, than you would 
it you are dealing with a four-year institution with income that is 
on ^ch of those students considerably in excess of what you are 
deahng with m a trade school environment. 

So I think it does point out the fact that we have to be very care- 
tul m terms of what we are tiding to do here sc that we don't pre- 
vent the access. I suF >ect that is the message I received from your 
testimony. Is there any other? 

Mr. Blair. That's it. The real concern that we have is the best 
intentions to make it better may in fact cause lending institut'-ns 
to back out of the program, to not serve the high risk. Guaranu^e 
agencies may not support them in the way that they need. 

So our concern is, and what came out of Belmont was, here is a 
balanced package where everybody gave something out of the idea 
ot making It work to the best degi3e. Concern is when you go 
beyond that, the unanticipated results of people shifting and chang- 
ing the program so the very population that needs it most is the 
population excluded. 

Mr. Perkins. You know, like for the multiple disbursements, I 
recall back m 1986 when we were involved in putting together tliis 
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bill and we were in the conference committee, and I guess it was 
Terry Bruce at that time, Tony*s old boss, wa^ one that was very 
uiuch involved in trying to put that type of language into the 
Higher Education Act that year. We did put that in. 2 supported it 
strongly at that time. I thought it was a good idea. 

Again, I share some concern about this 30-day period that you 
were referring to earlier. I notice that you are supporting the 30- 
day period and that you were somewhat opposed to it. I suppose I 
would like to just get a little bit more comments from both of you 
as to your positions as to why, and particularly with regard to 
access of the student to the institution. Whichever one of you 
wants to start, fine. 

Mr. Banks. Traditionally lenders for 100 years have been trying 
to cut oar defaults, but it is a normal part of the business that it is 
a risk/ reward situation. I think when you look at the risk/reward 
of it, it is froin statistics a normal bell shaped curve. Statistically 
you know that a particular group of people that flunk out early 
tend to be the defaulters. It is a measure that you are going to pro- 
tect your bell shaped curve a little bit. 

I think that's why we are doing it. We are suggesting to get the 
most kick for the buck that we- only do it.at the high default rate 
scIk^Is. But, again, we are not suggesting LS&T against high de- 
fault rate schools. It is more productive utilisation, of everybody's 
assets better. 

Mr. Perkins. Steve. 

Mr. Blair. Our position officially is that we support it; Th?^ con- 
cern that we have is that the reason we supported it is that a :j6rd- 
ing to the information available, that is the student population, 
that if they drop out at the very beginning of the program ?iid 
they have any of th;, loan money out, even a portion, of it 'hat then 
goes into default determines that the whole note is in default. So if 
we can hold that during that most tenuous period, then it the stu- 
dent drops out the full note goes back and they are not in default. 

The possibility of having that work is there. Is it ideal? No. Will 
it c ase problems? Absolutely. Will it cause problems of access? 
Definitely. But it is like creating ^.omething that has a minimal 
impact with a better good. That's the reason we suggested it. 

However, our concern is at if you hold it for two weeks or 30 
daj's that the check be at the school for release. If you engage in 
any sort of certification, you can talk i^bout a program in which. the 
check does not arrive to the student for 90 days. That student 
cannot survive, and they have dropped out. Thus, you have exacer- 
bated the problem. 

So cur concern is given options, it is a bad choice but a choice I 
think we can live with and would work. 

Mr. Perkins. Essentially it is a determination that we have to 
make as a committee whether we feel that there is enough of a 
problem with access thrit would — I understand your i>osition. Yoa 
naturally would cut default rates because that is a statistically 
high period where people drop out- but whether we believe that 
perioa and the lack of access is sufficient for us to go this route 
woa' ' really be the determining factor. It is more of a policy deci- 
sion it strikes me than anything else from our perspective in tr3dng 
to write this bill. 
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Mr. Blair. Yes. 

Mr. j^RKiNs. That's all. Thank you, Mr. Chairman, 

c« fu- ^^^^V i^^^f' °^ o"'^ other witnesses suggested 
something that I would like you to comment on, and that is the 
abihty to benefit students not be eligible for GSLs until the be^n- 
ning of the second semestei. Could you comment on that' 
Mr. Blaih. Ability to benefit is an interesting issue simply be- 
^ emotionally laden. We have many cases 
where the students come m who simply don't have the high school 
dipioma. Requiring a high school diploma will stop them from 
coming m. 

With coui^eling and/or testing you, as an institution, make your 
very best judgment shot as to whether or not that student is capa- 
ble of succeeding. ^ 

I believe that what we need to do is have confidence in that insti- 
tution s decision. I think with the law that is ciyrently there and 

T ft^l'^.^^l^ ^'^^ accrediting bodies to look at that, 

1 think that confidence is there. 

Ij^^^cPx^?."^^? concert with the Department of Education 
and the otate licensmg agencies we can stop the abuse. To shnoly 
hold the loan because that student is at risk is a variation on a 
theme of what we played with. If the student is faced with a cost 
that the grants are not sufficient to cover or they need loans for 
living, what you are gomg to do is stop them from being able to 
participate. 

«;;^ff" poor and the cost of the educational experience is 

?5 000, and you are given $4,000, or you are given 54,500, the fact 
that you haven't got that $500 will stop you. I think if you deny 
part that is necessary, you will in fact reduce the 
Sool™ P^P^^ ^^Ply ^1 not be able to go to 

So I do not support that as an idea, 
p Jfd ^^"*^^- ^ '-^th of you. We appreciate this final 

»;i^LT ^^l "?,conclusion that speaking not for the committee but 
simply for the Chair, I beUeve the GSL program has been a signifi- 
cant success m the United States. I believe it is well worth the 
ill •■ \n u *j I^^?^.^. ^ J^educe both the volume of dol- 
lars m default and the default rate is to protect the integrity of the 
proparo, but more than that, to maintain the political viabmtv 
^lf^".?^r*,P^°"F *e taxpayers for this program. In my judg- 
ment, that s the primary reason that we have this legislation. 

Finally the process that we have followed in the development of 
this legislation has been one of inclusion. The purpose of this hear- 
*o hear-my main interest was to hear the cnticisms of 
the bill to try to change the bill in a way that could respond to 
those cnticisms. I must say though that with the exception of one 
witness, every other witness that has come before us has said that 
those parte of this bill which did not affect that person's institution 
^^^^'^i^u^" ^^'^^ifi"?' and those parte which did affect it were no 
good and they would like to have it changed. 

If It IS the feeling in the m^ority of this committee that those 
criticisms should be accepted, then I am going to be able to (arry 
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this bill over to the House in a spoon. I don't intend to carry this 
bill over to the House in a spoon. 

I thank all the witnesses for their good counsel. You have been 
very helpful. 

This hearing is adjourned. 

[Whereupon, at 12:50 p.m., the subcommittee was adjourned, to 
reconvene at the call of the Chair.] 
[Additional statements submitted for the record follow:] 
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The Association of IkbBn IW vesities 
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June 16, 1988 

SUPPLEMENTAL STATEMENT OF THE ASSOCIATION OF URBAN UNIVERSITIES 
WITH RESPECT TO H.R. 4798. 

TO: HOUSE SUBCOMMITTEE ON POSTSECONDARY EDUCATION 

HON. PAT WILLIAMS, CHAIRMAN 

FROM: Jim Harrison, President, A^H^^'^*^ 

AUU has associated itself with the statement filed by 
Robert Atwell, on behalf of the Anerican Counci"* on Education, 
and other higher education associations, and this statement is to 
be considered as a supplementaL, not a dissenting, view. 

HR 4798 hits directly at the principal demonstrable cause 

of the CSL Default problem which is a default cost, not a 

default rate problem. 

Default costs have soared to a dangerous level. Default 
ratea-, on the other hand, have not substantially increased, in 
spite of the several shifts in emphasis that have occurred during 
the life of the CSL program. The shift from a pure loan of 
convenience to a loan based at least partly on need, first took 
place as far back as 1972, and the needs test has been in and out 
of the program more than once since then. None of these changes 
m the degree of needs-testing, or in the intended service 
population can be shown to have had a direct relationship with 
changing default rates. In fact, extraneous economic factors, 
including unemployment rates, fluctuations in other living costs, 
interest cor*;s, etc., have probably had a more direct impact on 
the modest shifts in default rate than have the changes made in 
the program itself. 

The growth in costs stems directly and primarily trom the 
growth in the size of the program. 

So it is at least dubious that any Program Management 
Initiatives aimed ^t altering the behavior of borrowers, or 
schools, or lenders, or guarantors, will have a major impact on 
the default rate. We join with our neighbors in the higher 
education community in endorsing some of these initiatives 
because they make sense on their face, as good management ideas. 
Given a multi-billion dollar program, even an incidental economy 
will mean significant money saved lor the taxpayer. 

We underscore the proposition advanced in AUU's previous 
testimony, and in the Belmont talks, and embodied in HR 4798, 
that loan defaults will »ost effectively be reduced by making 
more grant and work money available to needy students. Sec. 2 of 
HR 4798 will let students meet more of their needs without going 
into unmanageable levels of debt, and will directly reduce 
default costs — if not necessaril^def ault rates. 
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ASSCCZATZON OF URBAN UNZVERSZTZES 
Suppleaental testiaony on HR 4798 
June 16, 1988 

to that extent, He believe there is a direct link between 
saving GSL costs and Increasing Pell outlays. You can't do the 
one without the other. 

But there is another aspect to sozne of the proposals 
before the Subconunittec — notably, but not exclusively, the 
Administration's proposal, which link the loan and grant programs 
in a way which we believe unwarranted, unhelpful, and, indeed, 
counter-productive. 

This undesirable linkage is the concept of punishing 
schools who nay behave badly in the loan progran^ — and their 
istudents, including those who have neither borrowowed nor 
defaulted by denying then access to the need-based grant and 
work prograns. This is directly analogous to fighting snallpox by 
denying vaccination to those most in danger of exposure. 

Zf the progran reviews proposed in HR '^/98 denonstrate 
that a given institution indeed ta wholly incapable of nanaging 
any student aid funds, then AUU would have no objecwion to that 
institution being denied eligibility for all of Title ZV. Zf 
there is denonstrable inability to carry out the purposes of the 
Higher Education Act, or if there is denonstrable intention of 
ripping off the taxpayer or the student, the offenders should be 
subjected to the 'Sull range of sanctions aithorized by the law, 
including linitation, suspension or teminatxon of eligibility. 
The urban xmiversities, serving as they do, a major share of the 
neediest students in this country, have no patience whatever with 
those wh. would divert any part of the small share ot the Federal 
Budget nade available for the education of those students. 

But if the evidence unearthed by progran reviews 
shows only that students in deep need, students who begin their 
postsecondary education with mountains of financial liandicap on 
their backs, havs had to borrow beyond the limits of prudence, 
then the remedy surely is to expand the opportunity to meet their 
need without borrowing, not to shrink that opportunity even more. 

AUU concludes, then that: 

1. To the extent the default probl*-- arlffss from a 

heightened need to borrow^ the remedy Irlas xn making other 

sources of financing m ore readily and deoendyblv available; while 

2. To the extent the d efault problem at m particulor 

institution arises tism that institution ' a administrative 

ohortconinos iaside t^e loan program > ramedy at that 

institution must lie within the lofin program . 
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Mr. Chairman and Members of the Subcommittee, my name is Richard M. 
Swinney, and I serve as President of the National Cosmetology Association ("NCA"). 
NCA's membership is comprised of more than 1,000 cosmetology schools located 
throughout the United States as well as almost 50,000 cosmetology professionals. I am 
pleased to submit this statement on behalf of our Association's membership as we are 
both concerned and affected by the Guaranteed Student Loan ("GSL") program and any 
changes to that program made by H.R. 4798, the Student Default Initiative Act of 1988. 

The Guaranteed Student Loan program is vital to those low- and middle- 
income students who desire to further their education, but do not have the financial 
resources available to achieve this worthwhile goal. While the budgetary concerns of the 
increasing student loan default costs remains important, it is essential that reforms of 
the GSL program be made with care and with the understanding that all students should 
have access to postsecondary education. The proposals contained in H.R. 4798 addressing 
the student loan default issue show the extensive consideration given to the various 
aspects of tiiis issue by the author and cosponsors, and indicate a willingness to change 
the GSL program in a constructive manner. 

At the outset, I want to emphasize that the members of the National Cosme- 
tology Association recognize the importance oi the GSL program and the necessity for 
ensuring its viability through thoughtful r..odifications to the program. For these 
reasons, NCA surveyed its cosmetology school members to gather specific information on 
this issue. The results indicate a strong interest in the future of the program and a 
willif^ness to actively assist in student loan default reduction efforts. 

More specifically, while the overv/helming majority of the institutions sur- 
veyed by NCA believe that schools shoui^ not be directly responsible for the failure of 
their fonner students to repay edu nional loans, virtually all of the cosmetology schools 
indicated that they undertook substantial efforts to assure that students honored their 
financial obligations. For example, 97 percent of the institutions conducted pre-loan 
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counselling while 93 percent conducted counselling at the time of the loan disburse- 
ment. In fact) 76 percent of the respondents indicated that they conducted other activi- 
ties to prevent defaults by their students. Moreover, almost all of the schools that did 
not receive Information on delinquent borrowers Indicated that such Information would 
be useful and that ^hey would t>e willing to assist lenders in locating students who fail to 
meet their repayment obligations. Finally, It Is Important to note that approximately 
two-thirds of the institutions surveyed specified that the denial of participation In the 
Guaranteed Student Loan program would have a severe impact on their Institutions. 
Thus, the cosmetology school members of NCA are clearly concerned about any modifi- 
cations to this financial assistance program. 

The Student Default Initiative Act Is a constructive attempt io reduce 
student loan defaults while continuing to make available essential funding to students. 
The National Cosmetology Association concurs with the overall goals of this legislation 
and, In fact, supports many of Its specific provisions. Thero are areas where improve- 
ments should be considered by the Subcommittee and those will be offered as well in the 
text of this statement. 

Pell Grant Entitlements 

One of the primary causes of Increasing stUvlent loan defaults Is the ex- 
panded use of the GSL progratr because the appropriations for Pell grants have failed to 
keep pace with Inflation. According to the Belmont Task Force Report, the annual loan 
volume of GSLs Is up from $3.0 billion in 1979 to $8.6 billion In 1986. The Student De- 
*i\u\i Initiative Act addresses this Issue by establishing the Pell grant program as an 
' .titiement, making future spending for grants to low-Income students more certain. 
The National Cosmetology Association agrees that the Pell grant program should be 
Increased to benefit the low-Income students most likely to default on student loans. 
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Dlsbursement of Student Loans 

In addition^ NCA favors several of the disbursement provisions contained In 
H.R. 4798 and feels they are essential to student loan default reduction. The require- 
ment of multiple disbursements for Supplemental Loans for Students ("SLS") will help 
prevent abuses In that program. Our Association also supports the requirement that the 
second Installment of a GSL be cancelled or reduced for students who receive additional 
financial aid. These funds would then be credited as a prepayment on the students' loan 
pr iclple. 

The bill does, however, require the Institution to delay the first loan dis- 
bursement of a first-year student with no previous loan history for thirty days. NCA 
feels that while an Initial disbursement delay Is warranted, thirty days is a unnecessarily 
lengthy period of time. A student who does not complete the program of study fre- 
quently drops out within the first two weeks. This two- week period is, therefore, an 
adequate length of time to delay the first disbursement. 

Notification of Loan Status 

NCA considers the provision requiring lenders to report f*.'linquent loans to 
credit bureaus after ninety days of delinquency another worthy, «ille provision. This 
notification will effectively demonstrate the Importance of loan repayment to the 
student and will encourage repayment. Other notification requirements In the bill will 
also prove valuable In collection efforts by promoting Increased cooperation among 
lenders, guarantee agencies, and institutions. For example, students and Institutions 
should be notified after a loan has been sold and notices of delinquencies should be sent 
to i/Oth. 
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Dcfault Reduction Agreements 

Section 10 of H.R. 4798 establishes a default reduction agreement process 
for those institutions whose program review shows them to rank in the top five percent 
of default rates. These institutions would then be required to comply with the terms of a 
default reduction agreement. The goal of this agreement would be to reduce the institu- 
tion's default rate by improving its procedures. If, during the term of this agreement, an 
institution's default rate does not fall below the top five percent, the institution Is not 
penalized by disallowing its participation in the GSL program. Instead, sanctions arc only 
imposed for failure to enter into a default reduction agreement or for failing to substan- 
tially comply with Its terms. 

This default reduction agreement process Is more equitable than the pro- 
posals suggesting arbitrary cut-off limits. It Is NCA's position that although some de- 
fault rates may be Unproved, many reflect ;he fact that the student population of an 
Institution consists of high risk students. It Is sensible, then, to require participation In a 
default reduction agreement, but not require a dramatic Improvement In the default 
rate. H.R. 4798 adequately leflects the socioeconomic factor of student populations by 
allowing continued participation in the GSL program after a maximum thrce-ydar com- 
pliance period. NCA also supports the limitation, suspension, and termination actions 
authorized In the legislation for those institutions who fall to enter into agreements or 
who fall to make a good faith efforts during the term of such agreements. 

GSL l^^nigram Violations 

The National Cosmetology Association supports Section 12 of H.R. 4798 
which requires the Secretary to impose fines on Institutions and lenders who "willfully" 
err in the administration of the federal student assistance program. Those violators are 
wasting the federal dollars so needed by students to enter postsccondary Institutions and 
further their education. 
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Loss of Accreditation 



NCA approves of Section 13 of the legislation which prohibits an institution 



that has lost its accreditation in the preceding twenty-four months from participating in 
the GSL program. Our Association has actively supported the accreditation process and 
believes that only institutions which have met specified educational standards should be 
entitled to the advantages conferred by this financial assistance program. 

GSL Application Requirement for SLS Loan 

NCA strongly supports the bill's requirement that a student appl', for a GSL 
before becoming eligible for an SLS loan. This provision will certainij discourage the use 
of high interest loans when lower interest loans are available, thus making repayment 
more likely. 

Ability to Benefit 

In Section 17 of the Student Default Initiative Act, both testing and 
counseling are required for students in determining the ability to benefit. However, NCA 
believes that the existing provisions of law are adequate to address problems m this 
area. However, if the Subcommittee decides to alter currer.i law, we believe that only 
testing should be required because the term "counselling" couid be subject to a variety of 
interpretations by government officials. 

Conclusion 

The Student Default Initiative Act is an innovative approach to remedying 
the problem of student loan defaults. While NCA does support certain changes to the 
legislation, our members recognize the need to address the increasing costs of the failure 
to repay these financial obligations to the federal government. Our Association 
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continues to support reasonable efforts to reduce defaults and» through our recent 
survey, has expressed a wlJlingness to cooperate in this important endeavor. 

However, in the course of addressing these problems, it is essential to re- 
main mindful of the original purpose of the program. Guaranteed student loans benefit 
students of limited resources and frequently provide them with their only access to 
postsecondary education. It is our responsibility to give even low-income, high-risk 
students the means of furthering their education so they can achieve career goals and 
become productive members of society. We must continue to accomplish these ob- 
jectives through successful student aid programs and the National Cosmetology Associa- 
tion is pleased to play a role in this process. 
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on 
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David A, Longanecker 
Executive Director 
Minnesota Hi^r Education Coordinating Board 



Chairman Williams and neirfDers of the subconmittee: 

I'm David longanecker, executive director of the Minnesota Higher Edu- 
cation coordinating Board. Oi behalf of the Board, I'm pleased to ccrarent 
on the issue of student loan default reduction, 

Ihe Minnesota Higher Education Coordinating Board is a state agency 
that conducts planning to meet the educational needs of residents beyona 
hign school. It coordinates both public and private institutions. The 
Board recamnends post-secondary education policies to governor, legisla- 
ture, and post-secondary institutions and systems. Ihe Board aininisters 
state and federal post-secondary education programs, including H^imesota's 
student financial aid programs. The Boatd is a lender under th< federal 
Guaranteed student Loan Program. We also adtdnister a state supplenental 
loan program, and an income contingent loan repayment program for students 
in health p»'ofcssioi:s. 

To learn iTore about borrowers in Minnesota under the federal Guaranteed 
Student loan Pn^gram (GSL) , the Board last year contracted for a study of 
debt levels and defaults. Otie study examined borrowers who attended 
Minnesota institutions between 1S77 c^nd 1985. Based on the study and 
additional information, the Coordinating Board staff concluded that 
excessive borrowing is not a major problem for most students in Minnesota 
under the GSL program and default rates are declining. The study 
indicated, however, that default rates are nuch higher for borrowers 
attending two-year institutions than for those at four-year institutions. 

Based on the study, the Coordinating Board in May 1988 adopted six 
recccisrendations call ing for it to vjork with post-secondary institutions, 
the federal government, and guarantee agencies to reduce student loan 
defaults. Three of the recommendations specifically addresr federal 
policies. 

First, The Higher Education Coordinating Board proposes that federal 
policies be developed that provide incentives for post-secondary education 
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institutions to develop efforts to control defaults by rewarding reduced 
default ejqperiencer penalizing institutions that prove unfailing or 
unprepared to address the issue, and assuring individual institutions 
greater discretion in pursuing institutional remedies. 

Second, the Board proposes the developoent of federal policies that 
reduce the borrowing need of economically disadvantaged students by 
increasing the availability of federea student grant assistance, including 
aid for part-time ard returning students. 

Third, the Board supports the developuajt of federal-level policies 
that allow the state designated gusurantee agency within each state the 
authority to eliminate eligibility for those institutions that prove 
unwilling and unprepared to address the issue. Further, the Board urges 
that the U.S. Secretary of Education support institutional eligibility 
sanctions inposed by state designated guarantee agencies and prevent other 
guarantee agencies from approving loans for students attending an insti- 
tution that hss oeen designated as ineligible by the state designated 
guarantee agency. 

A fourth recocrroendation is that the Board encourage and help all two- 
year post'-seoondary institutions within the state, and the few four-year 
post-secondary institutions with coc^aratively high default rates, to 
deveXc^ strategies for reccing defaults. ll)e Board may sponsor s^nposia 
to help train representatives of institutions. 

A fifth reconmendation is for the Board to continue supportiig strong 
state sch3l3rship and grant funding to help redt:ce the need for excessive 
borro/ing by economically disadvantaged students. 

sixth recooxnendation is to si^port the Higher Education Assistance 
Foundation in it:s ongoing review? of instituticr^s with hic^ levels of 
borrowing and default and with problems administering their institutional 
re^)onsibilities under the GSL Program. 

Copies of the Board's recGnxoendati^is and rationale, along with the 
study of dd^t levels and defaults, are enclosed. 

If yen have goestions, we would be happy to enswer them. 



TlianJc you. 
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TestimoJiy to be Submitted for the Record for the 
Hearings June 14-16, 1988, on Default Legislation before the 
Subcommittee on Postsecondary Education 



We, the financial aid administrators of the 19 New Jersey 
community colleges, are greatly concerned about the rising GSL 
default rates and the impact a default record has on a person 
who later is able to return to college for training but C£..i 
receive no financial assistance. We are also concerned about 
the possibility of further limitation of federal assistance to 
those students who do not have a high school diploma or GED but 
can benefit from programs of study at our community colleges. 

Our colleges, which enroll approximately 100,000 students, are 
open admission institutions offering short-term training, one- 
year certificates and two-year degrees. Located on the coast 
between two metropolitan areas, we educate many persons for 
whom English is a second language. We provide training to many 
who left hi.gh school before graduating. Because we are low- 
cost schools and within commuting distance, many low-income 
families choose our schools. We are proud to serve this group 
of students who, but for fedLM-al financial assistance, could 
never hope to gain the knowledge and skills necessary to become 
informed, contributing citizens of our society. 

We wish to offer the following recommendations for your 
consideration and possible action: 

1) Section 484 <d> of the MighEr Education Anendments "ability 
to benefit" should not be changed. There are many reasons 
why cur students did not complete a high school diploma or 
BED. Some had to quit school to earn money for their 
families. Some cities do not have adequate training 
facilities or hours of operation for students to prepare 
for the BED. The community colleges must remain open to 
these citizens who need to improve their skills and have 
financial need. Through a state-wide testing program in 
New Jersey, students are required to enroll in ESL, 
remedial and preparatory courses before continuing with 
college-level work. In many instances, the community 
college is the only option available to these students to 
improve their skills. 
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2> Adequate grant ooney should be nade available to low- 

incoae students to cover their financial need so that these 
students do not hava loans, at least for the first year of 
attendance. A recent New Jersey Default Task Force Report 
states that three-quarters of the defaulters at New Jersey 
schools had incones under *15,000 when they borrowed the 
woney. Most defaulters spend one year or less in school 
and do not finish their programs— they also borrow less 
than $3,000. 

3> Until adequate grant funding is available, allow 
institutions to limit borrowing through a non- 
discrininatory institutional policy, particularly to first- 
year students. Such a policy Might allow loans to cover 
the cost of tuition, fees and books to those students with 
financial need. Soote students who have financial need, but 
are not eligible for grant funds, iKJtst borrow if they want 
to attend college. Other students, with adequate grants to 
cover direct costs, borrow because they can. Presently, 
financial aid administrators are required to make loans to 
students if they have need, even after counseling the 
student against borrowing. We are asking for the abilit^^ to 
limit fiCStzJ^SSC ^QCCQStEia ^ficeuse o£ the facts wo now have 
^SfSCS^^^S 50 defaulted IganR. We also talk to our former 
students who have defaulted loans and who now cannot return 
to school because of financial need. Legislation such as 
we propose would most assuredly reduce the default rate in 
the community college sector. 

Luis A. Taveras - Atlantic Community College 
Carol A. Pagano - Bergen Comaunity College 
Michael J. Bennett - Brookdale Community College 
Clarence Mhittaker - Burlington County College 
Sharon Wedington — Camden County College 
Melvin Brown - County College of Morris 
Joseph Hibbs - Cu.Dberland County College 
Pamela A. Maynard - Essex County College 
Jeffrey A. Milliams - Gloucester County College 
Rosa Casillas — Hudson County Community College 
Jay Petersen " Kercer County Community College 
Marjorie Cooke ~ Middlesex County College 
Emmett Bivins - Ocean County College 
Susan C. Marshall - Passaic County Community College 
Anna Weitz - Raritan Valley Community College 
John Watson - Salem County College 
Sue Rafter ~ Sussex County Community College Commmission 
Beatrice M. Alston - Union County College 
Joan DeQuevedo - Warren County College Commission 
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Thank you for accepting my submi5?sion to the written record of these 
important hearings. 

I am Flora Mancuso Edwards, President of Middlesex County College in 
Edison, New Jersey and Vice-Chair of the American Association of 
Community and Junior Colleges which represents more than 1200 
community colleges across the country. 

Over the past years, there has been a dramatic shift from grants to 
loans as the principal means of closing the tuition gap. As a 
result borrowing has tripled since 1^75. Coincidentally, during 
this same period the default rate has also skyrocketed. This year, 
the cost of loan defaults will reach $1.6 billion, almost 50 percent 
of the total cost of the GSL Program. (Chronicle of Higher Education 
1/7/86.) 

During the same period, student financial assistance has evolved 
over time into a patchwork quilt of federal programs designed to 
defray or defer some portion of the costs of higher education. 
Unfortunately, however, all too often the costs are defrayed by 
default. What began as a noble vision has sunk into a quagmire of 
red tape and mutually conflicting objectives which are as expensive 
as they are wasteful. This should come as no surprise. History has 
taught us time and time again that when a complex issue is attacked 
piecemeal, the inevitable result is a collage instead of a blueprint. 
In fact, the image that emerges is of a hydra so large and complex 
that not only is it ut ible to move with direction and purpose, hut 
it Is almost unable to recognize the various parts of Its own body. 

After a decade of mismanagement and shortsightedness, we have 
reached critical mass. In the words of the Secretary: 

■Paying off defaulted loans now ranks as the third largest 
expenditure of the Department of Education. This is a 
disgraceful situation that no one, neither Congress nor the 
executive branch intended. It must change . , . (or it will) 
jeopardize future educational opportunities for millions of our 
students. " 
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If the CSL program in In trouble, it may be jue to the fact that its 
original puie'ose has been violated. GSL was designed originally as 
^ minimally subsidized loan of convenience for the middle class. By 
providing banks with assurance of repayment, it allowed young people 
with no credit history to become "bankable" by using their future 
Income as collateral, when used for this purpose, the program tends 
to be reasonably effective. The most dramatic example is what we 
know about graduate and professional borrowing, while it represents 
only 1-1/2 million of the 14 million students Involved In the 
program. It accounts for a disproportionately large share of loan 
dollars. However, the high level of individual Indebtedness not- 
withstanding, the default rate for his group tends to be dispropor- 
tionately low. The reasons are clear. Although their debt burden 
m=jy be higher, their prospects for repayment are far more predictable 
and their guarantee of future income much closer to the original 
premise on which the loan program was founded. 

However, the GSL Program has drifted a long way from Its original 
intent. Today loans are not lust a low interest, deferred tuition 
payment plan for the middle class. They have become an integral 
part of financing higher education for the needy. As the Pell 
Grant, suffering from each succeeding round of budget cuts, failed 
to keep up with inflation and tuition, it was supplanted by GSL, 
forcing larger and larger numbers of high risk students Into 
mortgaging their already uncertain futures. 

In addition to raising serious questions regarding access and 
equity, the new federal strategy made the increase in the default 
rate Inevitable. The fact that much of the default rate can he 
traced to students enrolled In proprietary schools may tell us far 
less about the institutions themselves than about whom they serve. 
For example, in New Jersey the default rate for the community 
colleges ranges from a low of 11.61 percent to a high of 46.42 
percent. Predictably, colleges with low default rates serve 
suburban middle class communities while those with the highest 
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default rates »srve the urban poor. The default rate reflects what 
every banker always knew--that poor ppoPle, with no credit or 
employment history* who are unprepared foe the present and unsure of 
the the future, tend to he high-risk. This means there is a greater 
likelihood that they will be unable to meet their financial obliga- 
tions. Even the most superficial review of the data confirms th<^ 
pr<imise. 

The fundamental betrayal of the purpose of the loan Program is 
further complicated by poor management and little accountability. 
In a report prepared for the Joint Economic Committee of Congress* 
the authors conclude that: 

"Despite the fact that students borrow almost ilO billion 
annually for postsecondary education, statistics on student 
loans are poor to nonexistent . . . There exists no coherent 
central data base for the Guaranteed Student Loan Program, no 
central integrated data base which links the various Title IV 
programs, and no systematic cross-year data on student aid 
recipients across programs . . . The best we can do is read tea 
leaves and make inference,*;." 

Not only are our data unreliable or nonexistent, but beVond 
providing considerable financial incentives for over 13,000 banks 
and other lenders, little attention has been paid to insuring that 
all of the partners assume some measure of accountability and 
responsibility for the prudent management of the program. 

Oar colleges, which are now held accountable for the success or 
failure of the program, have had Uttle input and less control over 
its administration. Students proceed directly to the lending 
institution which issues the loan. Similarly arrangements for 
repayment are made (or not, as the case may he) directly with the 
lender or the state loan guarantee agency. In fact, until recently, 
our colleges ^erc not even advised what percentage of our students 
were in default or which of our students have defaulted. Names and 
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addresses of students In default were held by state agencies and 
lending Institutions but were not forwarded to the colleges. Recent 
legislation makes some orogtess In closing the Information gap, but 
It Is only a heqlnnlnq. 

Nor Is the Department of Education free from sin. A 1985 GAO study 
revealed that the Education Department had been too slow in moving 
to collect the loans . . . causing more than 1/2 million default 
cases to age heyond the point where the federal government can sue 
to collect the debt. In 1982 alone the Education Department had not 
acted on 37 percent of the default accounts referred to It by state 
guarantee agencies. Of those that eventually received attention, a 
full 30 percent sat for more than one year before any action was 
taken. (Chronicle of Higher Education 6-26-85). 

In short, we have produced a generation of debtors. Now faced with 
a multlbllllon dollar problem of our collective making, we run the 
risk of ieopardizlng the future In an effort to cure the ills of the 
past. 

Hopefully, history has taught us something. At the very least, we 
should have learned that the problem cannot be solved rhetorically. 
Neither our explanations nor the Department's accusations will have 
HTiy substantive Impact on the default rate. Perhaps, we have learned 
that the problem is systemic and that piecemeal solutions and policy 
evolved by Oefault only begets more default. 

If the QSh program Is to he brought under control, then It must 
be viewed as part of a comprehensive plan of student financial 
assistance. This win require .\ serious reexamination of the 
purpose and Intent of the Program. 
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For the GSL proqraffl to work, It must nervp those students who can 
provide the qreatest ap^turance of repaynt^nt . . . those whose 
imtnedlate futures can be considered reasonable collateral. By 
definition, this would limit the loans to students who have demons- 
trated both academic ability and comrnitment. Hiqh-risk students 
enroll inq wUh both academic and financial hardships do not need to 
have their direct costs deferred. They need to have them defrayed. 
We roust reestablish the Poll Grant Proqrarn as the centerpiece of 
financial assistance for needy students and supplement it where 
necessary with SEOG, Colleqe Work-Study and campus-hased aid. This 
is the concept'^al underpinning of H.R. 3600, sponsored hy Conqrcssman 
William Ford, which makes Pell Grants a two-year entitlement of at 
least i4,000 per year, removes the cost cap, and makes the GSL 
unavailable for first-term students. 

Beyond the purpose and Intent of the proqram, there is a need to 
seriously reconsider the nature of the partnership required to make 
it work. 

First, our colleoes and universities armed with appropriate 
authority and information could better live up to their responsi- 
bilities in provldlnq loan counselinq, offerlnq reasonable alterna- 
tives and discouraqlnq indebtedness for hiqh-rlsk students. In 
dlliqently following up on unpaid loans. 

Beyond admonl^hsi^nts and sanctions, the Df^pnrtraent or Education 
could contribute slqnlf Icantlv to this endeavor through the 
computerization of all loan records and through the establishment o^ 
a national integrated student financial aid management system which 
would assist In tracking and would cut off future financial aid to 
those in default. Recent legislation which pemlts collection of 
bad debts through the IRS Is a raaior step forward, since 1985, il35 
Million pet year has been collected. It is an Important beginning. 
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Finally, our lending Institutions must have some responsibility and 
Incentive to join as full participants In resolving the problem. A 
worthwhile suggestion Is to assign a default fee to those institu- 
tions granting guaranteed loans to large numbers of students in 
default. -Due diligence" applied to the lender might yield some 
Interesting results. Another suggestion, far more controversial and 
far-reacr ing. Is to eliminate the lenders and the state guarantee 
agenc - from the partnership completely. h.R. 2733 sponsored by 
Congressrnan Thomas E. Petri calls for the establishment of a 
federally-sponsored student loan bank. Underwritten by the sale of 
federal bonds, or loans from the Social Security Trust Fund, 
repayment would be linked to Income with forgiveness provisions for 
entry into Scarce professions. If limited to graduate students and 
undergrad- e students who have successfully competed their freshman 
year, it .ould strengthen the loan program Immeasurably, it Is a 
bold initiative, worthy of serious consideration. 

A well thought-out student financial aid system can serve not only 
as a vehicle for personal mobility, but It can become an Important 
investment in human capital. Targeted properly and administered 
prudently, the GSL program has a chance, indeed It has the 
potential to serve as an l-nportant element In an overall federal 
financial aid policy which underscores access, quality and choice. 



(918) 



394 



1421 CAST STREET 
CLCVCLANO.OKlO 44103 

pmOnc (»ic> eei-i7oo 




June 14, 1988 



Honorable Ftick Jeruc 
Sta££ Director 
Annex 1 Building 
Roon 617 

Washington, D.C. 20515-6102 
Doar Hr. Jerue: 

I have just £inished a review o£ the discussion drafts o£ a not 
yet introduced bill dated June 8, 1988 and tentatively titled 
Default Reduction. 

It is ray understanding that the subcommittee will be seeking oral 
testimony on June 14 and 16 in Washington and I regret that I 
will be unable to attend. However, I thought I laight provide ny 
written connents £or the subconiraittec to review. 

Hy coraracnts are as £ollows: 

Section 2. Pell Grant Entit" "laent 

My congratulations to the subcocnittee £or attempting to create 
entitlement status £or the Pell Grant Program, While it nay not 
take the appearance o£ a true entitlement progran, it will put an 
end to the threat o£ linear reduch*->ns year a£ter year. 

Section 3. Duration o£ Pell Grant Eligibility 

Thi? clari£ies the issue and puts it into clear english. 

Section 4. Notice to Borrower and Institutor o£ Sales o£ Loan 

In paragraph F, line 22 o£ the dra£t, it is stated that "provide 
that the lender will be required promptly to noti£y the borrower, 
and the last institution the student was attending prior to the 
beginning o£ repayment or any sale or tran3£er o£ the loan." 

In reviewing this requirement it reads as i£ the lender must 
noti£y the institution even i£ the student did not receive a loan 
to attend that institution. I believe this paragraph should be 
amended to include the institution where the student last 
received a loan. 

Section 8. Additional Requirements with Respect to Disbursement 
o£ Student Loans 



B. Initial Disbursement Rcquireracnt 
1. First year Students 
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This section is in regards to students entering the first year of 
a progrsa, Z believe the wording here is a litte loose and 
leaves a lot of roora for interpretation. 

For exaaple, what about tho second ye&r students who never 
received a previous loan? Another interpretation could be the 
student entering the second quarter or semester who did not 
receive a loan in the first quarter or semester, technically, 
that student is not an entering first year student. 

However, ;hat nay be the intent of the bill given the next 
provisions of the bill in regards to the 30 day delay in 
disbursements. 

I fully understand the rationale for the proposed holding back of 
the loan. Z know the statistics that show when the drop out 
occurs and I know who this provision is directed towards. 

Initially, please allow ne to state that I don't believe in 
"spreading the pain" around evenly. I believe that if a school 
is bad, it should be reprimanded. The good schools should not be 
made to pay the sane penalty as the bad school. Why should my 
institution, with a 3% GSL default rate based on millions in 
repayment, be forced to share the "pain" with bad schools who 
simply don't care. Why drag n& dcvr. to their level? 

Let me say that I think the 30 day delay in disbursement will 
work, but it will also work against: 

1. Good proprietary schools and community colleges 

2. Historically black colleges 

3. Needy students who noed **he funds to get started 

The bad schools who depend on these funds, will simply be able to 
float the money from the lenders during the 30 days and then 
repay that float when the GSL's are disbursed. This can easily 
be arranged since most of these schools use only 1 or 2 big 
lenders and have excellent banking relationships. Believe me 
when I say the penalty does not balance out. 

What about the student at a state University that moves in 2 
weeks prior to classes. Where do the funds come from? 

In reality we are not talking about a 30 day delay, but rather a 
45 to 75 day delay. The reason for this is that the school can 
not certify the loan until after the 30 day period. By the time 
the schools certifies the loan, gets it to the lender and the 
lender mails the check, it can take anywhere from 14 to 21 
additional days. To compound the delay, current regs now allow a 
student to move on campus up to 30 days prior to class. Perhaps 
the biggest question is who is really going to be hurt, the 
school or the student? 
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As I stated previotisly, I do £eel that this provision would work 
to reduce defaults/ but it should be used where it would be raost 
effective. Therefore / I recommend that this provision be left 
completely intact, but placed into the Default Reduction 
Agreement provisions as part of paragraph E, Conditions of the 
Default Reduction. By following through with this suggestion you 
would apply the provision to where they would do the most good. 

A secondary concern with the 30 days delay in GSL proceeds is the 
fact that \ -H^rs are permitted to place the proceeds in escrow. 
My concei*: ^ regards to this provision is that the lenders 
appear to be able to produce income from student proceeds. 

Section 9. Notice to Credit Bureaus of Delinquency 

My only concern in this section is with the use of the word 
bureau in plural form. 

There are five (5) major credit bureaus as well as small ones. 
By using the plural form/ is the requirement to use more than one 
(1) credit bureau or is one sufficient? 

Section 10. Default Reduction Agreement 

Paragraph (B) Program Reviews 

In this section the proposed law states that the program reviews 
will be initiated at those institutions that fall in the top 5 
percent of — 

(1) all institutions ranked by annual default rate, or 

(2) all instituticns ranked by annual dollars in default. 

I believe the word "or" in (1) should be stricken and the word 
"and** be substituted. 

Paragraph 1 Use of Guaranty Agencies. 

This paragraph causes ma some concern in that I don't believe 
that State guaranty agencies are capable of performing a full 
Title IV program review. If all they had to do was review GSL, 
SLS or PLUS, that would be fine, but to expect them to know and 
fully understand PELL, SEOG, CWS and Perkins may be asking for 
too much. 

I realize it is an option that is available to the Secretary and 
that it may be used, but based on current ED workforce levels, I 
feel that the Secretary would be forced to use this provision 
extensively. Thus, if it is used, it would not fulfill the 
intent of supplementing quality program reviews. 

Section 13. Effect of Loss of Accreditations 

I applaud your effects to "get tough," but somehow it*s just not 
<^uite tough enough. 
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Host accrediting agencies are very leary of denying accreditation 
to a member school. They know that if they are to deny 
accreditation or reaccreditation that they will almost always 
face litigation. The threat of litigation in this day and age 
seeras to be the way to insure one's accreditation. 

Something must be done to indemnify accrediting agencies against 
potential law suits. While we can't circumvent the constitution, 
wa must be able to do something that offers them protection. 

A suggestion not related to this potential bill, is to look at 
the possible severing of the ties between financial aid 
eligibility and accredited status. 

At any rate accrediting agencies must be free to do their job. 
Right now I don't believe they can. 

Section 17. Ability to Benefit 

This is perhaps one of the most sensitive issues we could 
possibly address, but it's also one of the more abused areas. It 
needs to be tightened up. Unfortunately the changes in the bill 
have don<^ little to put any teeth into enforcement. 

The biggest change, as I perceive it, is to strike the wording 
testing and/or counseling and substitute testing and counseling. 
This verbiage creates questions such as, what is a validated 
test, or counseling by whom and for what? Would they have proper 
credentials? 

This section definitely needs to be strengthened and I believe I 
have a concrete idea that provides the strength that is needed, 
while offering the compassion that is lacking from other 
proposals. 

Several years ago the VA created a regulation entitled the 85-15 
Rule. The regulation limited the number of veterans that a 
school could enroll to 85% of the student body. The rule was 
created in order to curb abuses by some schools who were preying 
upon veterans because of access to the G.I. Bill. 

I believe this concept can be extended to the ability to benefit 
issues in a manner that can satisfy almost all parties. 

First the percentage of ATB students at an institution must be 
capped. Any figure that is selected will be a discretionary 
figure, but it might also be a realistic figure. The cap must 
show the needed compassion for students at all types of 
institutions to include proprietary community colleges and 
historically black colleges. 

I propose that this cap be sen at 50%. Thus, we now have a 50-50 
Rule, which basically states that no more than 50% of an 
institutions student body can be admitted under the ability to 
benefit provision. 
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This basically means that an institution in effect could have a 
waiting list for admitting an ATB student. Included in the cap 
would be those students attending in pursuit of their GCD*s. 

The same criteria would exist to establish ATB, to include 
testing and counseling, but regardless of the situation, atb 
students could not exceed 5o% of the student body. I feel that 
the 50% cap is high enough to allow almost all the truly 
concerned institutions to survive while at the same time, those 
institutions that have 100% ATB copulations will suffer. The 
student on the other hand would be able to seek their education 
elsewhere at an institution that falls below the 50% cap. In 
effect it would require a school to enroll one high school 
grad/GSD student for every atb student. Some institutions that 
are vaguely addressed in this proposed bill would not survive. 

As an add on to the 50-50 Rule, their could be a waiver to allow 
adjustments to the cap based on mitigating circumstances that may 
arise. The waiver could be based on a p^^rcentage or a time 
waiver to fall back into compliance. It should not be a 
pomanent ol total waiver. 

I think my proposal has merit and I have discussed it with others 
who believe that it is a creditable, workable concept. 

xn regards to testing. Paragraph 3, (3) states that the Secretary 
shall not promulgate regulations defining examination that must 
be used to determine ATB. 

While I concur with the statement, I also feel that someone has 
to set parameters. We currently use the words standardized test 
or validated test, but can anyone define what that means? The 
answer is no, because no one wants to dare try to define it. The 
law makes reference to industry tests, but what industry? The 
school industry or the field in which they are seeking training? 
There are a lot of problems here. 

Please allow me to give >ou an example. In Cleveland, a school 
was recently found to be using a homemade test, geared towards 
elementary levels. The test was actually designed to appear 
similar to the E.P. Vtondorlic Test. I was asked if this was 
according to regulation. My response was simply no, mainly 
because it was not standardized and not validated. 

The person that made the inquiry of me, then went to that 
particular school's accrediting commission and was told that the 
test does meet the ATB criteria. The reason it met the criteria 
was because the accrediting body said it did and. thus this test 
became an industry recognized test. The industry being the 
education industry. The entire intent of the law was put to 
shame and the school still uses this excuse for a test. It has 
been refuted by the E.P. Wonderlic Corporation. 

We need to put some teeth into the testing provisions and now 
would be the time to do it. 
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Section 18 • Tuition Refund Policy 

Once again we are being forced to embrace the "share the pain"* 
concept without allowing recent changes to the GSL refund policy 
to have an effect. 

This section basically mandates a pro-rata refund policy on every 
institution in every state in the U.S. This appears to be 
government intrusion on the highest scale and is totally uncalled 
for. It is not equitable to the institutions and in fact creates 
a situation that could prove be disastrous. 

Most schools currently use a refund system that calls for 
percentages as the weeks go by. For example, the unversal policy 
seems to be 25% is due when the first week is started, 50% in the 
second week, 75% in the third and once the student is in the 
fourth week 100% is due. The percent refers to the tuition for 
the term, quarter or semester, not the total tuition . 

To use the pro-rata system is unfair to the institution that 
closes its enrollmont when a class becomes filled, with pro-rata 
you may find schools overloading their classes in order to 
compensate for attrition. Host costs to the institution occur 
prior to or during the first few weeks of class and pro-rata 
would not allow them to recoup their costs or refill emptied 



On February 3, 1988 the GSL refund policy became effective and it 
needs a chance to show its effectiveness. This policy calls for 
an apportionment of GSL over the payment periods used by the 
institution. For example, if the school uses 3 payment periods 
for a 9 month program and the student drops out in the first 
third of the program, then only one third of the GSL may be 
retained. This is regardless of the schools own refund policy or 
the system of collection used at the institution. 

While I think that this refund policy is also unfair, it needs a 
chance to show its impact, without overreacting to a problem. 
While most of us acknowledge that there is a problem, we don't 
need to cure the patients that are healthy, only the sick ones. 

Section 20. Restrictions on Institutions Promotional Activities 

The restrictions relating to promotional activities such as 
recuitment of students may cause serious harm to both the 
institutions and the students they serve. Well run institutions 
are usually in control of their agents' activities whether 
compensation is via salary, salary plus commission or commission 
alone. The commission incentives do not create problems in well 
governed operations, but administrative quotas and demanded 
minimum numbers are usually the cause of recruitment offenses 
when unbending sales quotas are required. 
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Ouc marketing history reflects a most distressing image when 
compensation is not determined by production. A commission, is 
in e££ect, a reward for having performed his/her work and 
compensation is, therefore, performance based. All workers are 
really paid for their performance at work and the salespersons 
pay, however delivered, is determined by his/her achievements in 
enrolling qualified students and the incentive is increased 
rewards for extraordinary and dedicated efforts. Few 
salespersons are successful if incentives are absent and most 
certainly when they are not based at the home school where they 
may be supervised. 

Ke operate our institution as an educational institution, but 
also as a business. As such, we are fortunate to generate <i 
profit and subsequently reward the entire staff with a profit 
sharing plan that benefits all. We regard this as a performance 
based incentive reflecting their abilities to do their job in a 
satisfactory manner. I point out that such compensation reaches 
a greater level for the individual whose efforts most benefits 
the institution. Hhilc vc address this as profit sharing, others 
might consider it a bonus £or work well done, reward for ideas 
submitted or commission for retention, compensation for tutoring 
or whatever description might fit. In summation it is the extra 
incentive for the job well done and we conclude that neither 
reward nor extraordinary effort are dirty words. 

Our opinion relative to the projected restrictions are that 
whether we regard our representatives as independent contractors 
or employees the quality of their performance will be dictated by 
the caliber of the administration, neither title nor dollars 
will cause a person to misrepresent if the governing body totally 
rejects any and all improper recruiting practices. Therefore, we 
do oppose such restrictions as being an impractical approach to 
controlling salespersons, schools and institutions that are 
acting inappropriately. 

Section 21. Limitation, Suspension and Termination of 
Contractors 

While I support this section, there appears to be one area that 
leaves it somewhat open to interpretation. 

Many institutional financial aid administrators are retained by 
thoir respective institution based on yearly contracts. This 
section could be construed to include those types of employees as 
well. 

This concludes my initial review of the potential bill. I 
applaud your effort attempting to return the concept of the 
financial aid program. I also applaud your efforts to eliminate 
the weed from the garden. Just be careful that you don't 
eliminate the garden as well. 
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Many of the provision? will go a long way In attempting to clean 
up current practices, but other provisions will necessitate the 
lowering of some schools high standards simply In order to exist. 
There are some serious concerns In this bill that could cause an 
upheaval In the quality at some of the finer schools, soiae of 
the provisions are also considered to be "knee j<»rk" reactions to 
problems that really don't exist. 

I thank you for the opportunity to respond to tiiis yet to bo . 
Introduced bill and I appreciate your efforts to seek responses 
from the coramunity. i believe that with your sincere 
coraraltraents to financial aid and needy students that we can 
create a truly equitable document that addresses the current 
abuse? In the system while protecting those institutions that 
place Integrity as their number one priority. 

Sincerely, 




HARC Ls BRBNNBR 
President 
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